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The series of Lectures included in this volume was planned 
by the Economics Committee of the Council of the Graduate School of 
the United States Department of Agriculture. 


The purpose of the Lectures was to stimulate interest in 
contemporary economic problems. 


Two series of Lectures were held. The first series, com-— 
prising twelve lectures was designed to present Fundamental Economic 
Concepts and Principles. The second series of fifteen lectures covered 
the relation of Government to Economic Life. At the time this publica- 
tion was printed twenty-two lectures had been edited by the speakers 
for publication. Two or three additional lectures may be received. 

If they are, they will be mimeographed and sent to purchasers of this 
volume without additional cost. Each lecture was followed by a dis-— 
cussion period. It has not been possible, however, to print all of 
the discussions. In some instances the discussion was not returned by 
the speaker, or the stenographers failed to take it down. 


In Connection with the second series of lectures, a seminar 
for more extended discussion was conducted by Mr. Robert B. Schwenger, 
Associate Agricultural Economist, with the cooperation of Dean Ernest 
S. Griffith of the Graduate School of American University. The course 
was planned and conducted with the cooperation of the School of Public 
Affairs and the Graduate School of American University. 


Dr. Charles F. Sarle, Principal Economist, Bureau of Agri- 
cultural Economics, was Chairman of the first series and Assistant 
Secretary of Agriculture, Dr. M. L. Wilson, was Chairman of the second 
series. Business details, organization, and publicity was handled by 
Mr. Archie C. Edwards, Chairman of the Arrangements Committee, of the 
Graduate School. 


A. F. Woods 
Director, Graduate School 
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IS THE SELF-ADJUSTING ECONOMY WORKABLE IN CURRENT 
INTERW.ATIONAL RELATIONS? 


py alsagatal Migkc 


Hansen 


University of Minncsota 


I suspect that to some, or perhaps 
most, of my audience, the term "self- 


adjusting: economy" smells a bit musty. 


It will probably connote, to many, a 
concept not far removed from the 
familiar one which comes to mind when 


‘one sees or hears the words "laissez- 


ieaioe' .. yan, in point of, fach,.a 


- self-adjusting economy is not synonye 


mous with a laissez-faire system A 
workable self-adjusting economy, in- 
deed, requires a very large measure 
of social control. 

It is a significant fact that 
Ricardo, working out his theories of 
long-term equilibrium in his Princi-~ 
ples of Political Economy argues on 
the supposition that the value of 
money had remained constant. Now the 
value of money is not likely to re- 
main stable for long in the modern 
world without a system of monctary 
control far more complctely developed 
and far more thorough-going then any 
we have thus far achieved. Yeta 
workable self-adjusting economy. pre- 
supposes, as the equilibrium analy- 
sis clearly implied, a regulated 
monetary system. As we shall see 
later, however, what is wanted is an 
international, and not an isolation- 
ist and nationalistic, stabilization 
of the flow of purchasing power. 

The essential characteristic of 
a self-adjusting economy is @ system 
of control over economic life func- 
tioning through the free price 
mechanism. -It is this that distin- 
guishes it from the authoritarian 
economy in which consumption and pro- 
duction are governed by rationing 
and regimentation. Now it is of ut- 
most importance to note that the ten- 
dency in current life to destroy the 


price system as a mechanism for econ- 
omic control should not be identified 
or confused with the movements in- 
volving the rights of private property 
and the distribution of income. For 

it must be recognized that a price sys- 
tem can guide and regulate the economic 
processes of consumption and production 
in a socialist society as woll as in a 
private capitalist society. To be sure 
the conditions under which it functions 
as a mechanism of control are not 
identical in the two cases. Under a 
socialist socioty the price system can, 
as in a capitalist socicty, guide and 
direct the channels of production along 
the lines indicated by the choices of 
consumers in a froo market. In such 4 
society, however, systematic cost cal- 
culations and group competition mst 

of noccssity superecde the more auto- 
matic adjustments of supply and cost 
which take place in a private competi- 
tive socicty. Yet those cost calcula- 
tions must flow from the free-price 
system in the consumers! markets. Thus 
even under socialism it is quite possi- 
blo to achieve a correct pricing of the 
agents of production. 

It is ofton charged that price 
economists are social conservatives 
with a capitalistic bias. Whether, 
as social philosophers,this is or is 
not a fact, it will at any rate be 
admitted that as pure price economists 
their function is to analyze the in- 
terrelations of the price system regard- 
less of what property relations may 
exist or in what manner the national 
income is distributed. For the price 
system can function with or without 
private proporty and with unequal or 
equaliarian income distribution. ‘The 
pure theorist mst take account of 


these conditions, but whatever the 
conditions, his central problem is 
the functioning of the price system, 
the long-run tendencies toward equi- 
Librium, the impact of changes upon 
equilibrium, whether these chenges 
emanate from natural or human 
sources, and the cumulative disturb- 
ances which dynamic factors cause 
in a given institutional cnvironment. 
These problems confront the: price 
economist whether in a capitalistic 
or in a socialistic socicty.: 

It is, howevor, quite possible 
to conccive an economic order -with 
@ systom of controllod individual 


prices - best described by tho Gorman - 


phraso: "die gebundenc Wirtschaft". 
Such an authoritarian or price- 
regulated socicty may be bascd cither 
on private property or on the com- 
munistic ownership of property. An 
authoritarian or pricc-controllod 
economy is the precise opposite of 
a sclf-cdjusting or froo-price ccon- 
omy. Production end consumption are 
fixed by fiat, by direct intervention, 
by rationing and regimentation such 
&s onc observes on a wide scale in 
Germany, Italy and Russia today, and, 
indeed, in large areas of our own 
economic life. In such an economy 
the self-regulating mechanism of the 
flexible price system is ousted 
from control,.and prices are dictated 
by privete-monopoly or by political 
power. Every major depression has 
the effect of pushing.us farther and 
farther into that kind of socicty. 
The sclf-regulating oconomy of 
the free-price system has ccrtain 
enormous values not orcsent in the 
eontrolled or authoriterian price. 
system. It offers to consumors 
freedom of choice in the satisfaction 
of, wants within the limits of any 
given income. It, thorcforo, re- 
sponds readily to new idens,- to the 
introduction of new products, and 
it guides production accormingly. 
It ensures @ consumers’? democracy 
though it offers no assurance of a 


democracy of producers. As 4 con- 
sumers't democracy, however, it af— 
fords a high degree of rlexibility 


.and of adjustment to chenge. As a 


systom of economic control it rides 
rough shod over conservative produc- 
tion techniques and is inscnsitive 
to appcals for the permanent presor- 
vation of established skills and 
obsolesecnt cquinment. It promotes 
and facilitates progress. This im 
plics of necessity that on the debit 
side of the ledgcr must be sct down 
a tendency, unless wisoly counter- 
acted, to promote insccurity and 
instability. 

Lerge inroads heve beon made in 
the: last two decadcs upon the free 
price system beth in the damostic 
2nd in the intermmectionnl spheres, 
Russian communism, Italian fascism 
and German National Socialism have 
e.ch gone far to institute authori- 
tarian control sand to supercede the 
price system. Hvcon in moro democra- ' 
tic countries the price mochtnism 
hes boon subjccted to intorfcrences 
on a sufficient scale so tint ig ae 
possible seriously to qucstion 
whether it can emtinue to si rvivoes 
Organized groups scerving spocial 
intorcsts have beon intorforing in-= 
croasingly with the functioning of 
the prico systom. This, indoed, is 
nothing new. In America wo havo a 
long history of tho ruthless methods - 
of fronticr buccancors struggling 
for preferential position, for favors; 
for privileged chartors,.not tntre= 
quently by mothods involving graft 
end corruption. Grabbing ad 1 one 
could in an 2lm°st boundlcss frontior 
with a superabundance of natural 
resources had, however, no serizus. 
consoquencos so far as the general 
functioning of the price system was 
concerned. What is new is not the’ - 
purpose or motive of the special in- 
terest group, but the manner in which: 
tho booty is gotton.. The modern: 
buccancer cachioves his ends ‘by manipu- 
lating and deranging the prico system, 


by securing prohibitive tariffs, by 
rigging the speculative market, by 


milking subsidiary ‘companies through 


the device of the holding company, 
by fixing monopoly or quasi-monopoly 
prices through pools, cartels and 
trusts, and sometimes through en 


3 


nationalistic efforts have been made and 
are being made to make the price system 

a closed one operating within the con- 
fines of one single country, out of touch 
with the outside world. In consequence 

of the breakdown of a system of fixed 
foreign exchange rates and an internation- 


énti-social use of price association, al currency, we have reached a condition 


trade associations, code authorities 
and trade unions. It does not re- 
quire great knowledge of the decade 


in which there no longer exists any such 
thing as a world price system. <Authori- 
tarian control has in great part super- 


of the nineteen-twenties to recognize ®eded the price regulating mechanism. 


that something of this sort was a 


Quantitative controls, quota limitations 


leading characteristic of that period.upon import, governmental monopoly fees 
This whole development in our corpor- and import control boards, exchange 


ate @nd economic life was dignified 
and defended under the alluring 
title of "stabilization", And itis 
gravely to be feared that the N.R A. 
and its aftcrmath has enormously 
strengthened this tendency. 

Through these modern devices, 
free market valuation and the flex- 
ible functioning of the price system 
have been seriously interfered with. 
A cost rigidity has boon crccping 
upon the oconomic organism liko a 
dcadly arterial sclcrosis, ea harden- 
ing of the arterics of trado and 
commerce, an ossification, an aging, 
as Sombart puts it, of the economic 
organism. Modern institutional con- 


regulations and compensation agreements 
have made foreign trado a hephazard and 
uncertain thing, regulatod and guided 
not by the valuations of a free markot 
but by the arbitrary and shifting deci- 
Sions of governmental officials. 
j The basic causes of the general 
collapse of the world price structure are 
well known and need not here be recounted. 
It is, however, necessary for our purpose 
to state the grave difficulties which 
confront us in restamring the world price 
structure and making it workable. In | 
considering this problem certain funda- 
mental characteristics of the modern 
world economy must be taken into account. 
To begin with, under modern inter- 


trols have narrowed the scope of free national conditions it is extraordinarily 


incomes and widened the field for 
fixed contractual incomes. Fixed 


difficult to make the world price system 
workable in view of the unequal indus- 


charges, interest on bonded indebted- trial development of different comtries. 


ness, taxes, railroad and public. 
utility rates, cost rigidity in the 


basic constructional and heavy indus- ial producers. 


tries, have come to occupy a larger 
and larger place in economic life. 
At the same time a hopelessly inade- 
quate monetary and fiscal finance 
policy has prevented any reasonable 


A large number of countries are still 
preponderantly agricultural or raw mater- 
Other countries of the 
world have reached a mature industrial 
development. The commodity price trends 
of the first set of countrics are affect- 
ed by special supply and demand forces 
operating in the raw matorial ficld. The 


stabilization of the flow of purchas- commodity price tronds of the highly 


ing power. With a large part of the 
income on a fixed or contractual 
basis, fluctuations in the flow of 
purchasing power have caused violent 


industrialized countrics aro affccted in 
large part by quite different factors. It 
follows that the commodity price lovol of 
agrarian countrics may bo falling, while 


profit inflations and deflations and that of industrial countries may be ris- 


the inevitable instability incident 
theretoe 

At the same time serious intor- 
ferences with the functioning of the 


price system have developed in inter- ties are falling, a 


national relations. Strenuous 


ing. Such @ cross current of prices may 
put a severe pressure on the agrarian 
countries. With import prices rising 
while the prices of their export commodi- 
wide gap may develop 


in their international payments. Severe 


A 
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pressure will then be exerted upon 
the foreign exchange value of the ' 
currencies of the agrarian countries. 
Gold outflows may force higher dis- 
count rates and this in turn a pro- 
cess of deflation to which the only 
alternative is the depreciation of 
the currency or a resort to strict 
authoritarian controls of commodity 
imports and capital outflows. Thus 
the unequal rates of industrial 
development in different parts of 
the world render difficult the 
smooth and cfficient operation of 
the sclf-regulating intcrnational 
price system. These difforential 
stages of industrial evolution have 
all through the nineteenth ccntury 
created difficulties, but it has 
become seriously threatening cnly 
in the last decade or two, owing 
to the complication and re-enforce- 
ment of other disrupting forces. 

Of graver import as a threat to 
the workability of the international 
price system is the wide differen- 
tial between countries in the devel- 
opment of institutional controls of 
wage rates and other basic costs 
of production. Broadly speaking 
throughout the ninetcenth century 
we could assume that thc wage rates 
in cach particular country would 
quickly become adjusted to the level 
of labor productivity in cach indus- 
try in conformity with the principle 
of comparative cost. Unfortunately 
in considerable arcas of economic 
lifc we can no longer count upon the 
attainment of any swift cquilibrium 
of costs and prices in the inter- 
national price structure. With 
rigorous institutional controls in 
the older industrial countries, and 
with little or no controls in those 
countrics just in process of cmorg- 
ing from a handicraft to a mechan- 
ized society, profound international 
disturbances arc bound to occur. 
England, with her powerful trade 
unions, and other institutional 
arrongoments, partly of a governmen- 
tal and partly of a corporato char- 
acter, simply cannot adjust the costs 
of her textile industry to the 


Japanese price competition. Japan 
is not confronted with an aggressive 
labor ‘movement pressing to close the 
margin between costs and prices and 
to raise the level of wage rates to 
the productivity of labor in the tex- 
tile industry. She enjoys the com- 


petitive advantage of social customs 
‘and traditions which permit the con- 


tinuation of a standard of living, 
not necessarily low, but cheap in 
terms of moncy cost. This facilitates 
the persistence of low moncy wages 
even in a thoroughly modernized tex- 
tile industry where labor productiv- 
ity is enommously higher than the 
general levcl of productivity in 
Japancse industry and agriculturo as 
a whole. Thus the highly mechanized 
and cfficicnt industrics can obtain 
labor at money Wages bascd on tho low 
productivity iev.1 of the backward 
industrics. This situation cannot 
fail to result in cutthroat interna- 
tional compctition which cither cn- 
dangers the high labor standards of 
the advanced countries or clse ren- 
ders the «mployment of thcir labor 
precariouse 

Owing to the failure of the in- 
ternational price structure. to make 
the appropriate adjustment, the older 
industrisl nations are driven to 
scek various forms of shelter. A 
mere increase in tariff. rates. may 
prove quite ineffective. Authori- 
tarion methods of control are urged 
as substitutes for the price mechan- 
isme The tomptation ariscs to impose 
import quotas,thercby freczing the 
flow, of trado according to a past 
mould. Or an cffort may be made to 
conclude an intcrnational cartel 
under which there would bo assigned 
dcfinite markct areas or export quotas 
to cach country. 

Thus the sclf-adjusting cconomy 
is thrown out of goar in conscqence 
of maladjustment growing out of the 
continued intcrnationalization of 
modern technology and the lag in the 
development of institutional controls. 
The strains could be minimized and 
tompered through voluntary arrange- 
icnts such as the recent agrocment 


between Japan and the United States 
with respect to the trade with the 
Philippine Islands, without making 
a complete surrender to rigorous 
authoritarian controls. These strains 
and conflicts are, hovever, not like- 
ly to cease until the spread of indus- 
trialism has run its course, until 
the whole world has been brought 
under the sway of the modern machine 
technique, and until cost advantages 
and differential wage standards have 
been largely removed by the cqualiz- 
ing effects of capital, trade and- 
population movements. : 
We have seen how the internation- 
al price structure is being interfer- 
ed with by reason of the unequal 
rates of progress in the industrial 
evolution of the various countries, 
by reason of the differential rates 
of progress in industrial technique 
and the unequal development of insti- 
tutional controls resulting in cost 


rigidities in some countries and ‘flexi- 


ble costs in others. Thus modern 
international relations are profound- 
ly complicated and disturbed by the 
unequal age of differcnt parts of the 
world in terms of industry, technique 
and institutional controls. 

The difficultics presented by 
these unequal rates of progress in 
economic cvolution arc, morcover, 
enormously enhanced in consequence of 
a recently developed characteristic 
of economic nationalism. I refer to 
the growing tendency of cach country 
to manage the intcrnal value of its 
currency. It is indocd a strange 
irony of fatco that the effort to 
achicve stabilization of the general 
prico, level has itself become a fac- 
tor in the goncral breakdown of the 
world price structure. 

It was the earnest cndeavor of 
the various international monetary 
conterences, beginning with the one 
at Brussels in 1920 am Genoa in 1922, 
to reconstruct and maintain the world 
price level on a gold basis about 40 
to SU percent above prewar. This 
attempt, we now know, miserably fail- 
ede It failed in part because the 
monetary structure which supported 
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this price levcl was artificial, and 
in part, paradoxical as it may seen, 
because of the ¢cfforts put forth to 
secure stabilization of the price level. 

The monctary structure, upon which 
the 1924-29 price level rested was in- 
securo notably in two respects. In the 
first place, the newly cstablished gold 
exchange standard was too delicate an 
institution to survive in the suspicious 
atmosphere of a highly nationalistic 
World. Sccondly, the events of the war 
had left the fairly closely articulated 
international economic order with a 
wholly abnormal and not easily rectified 
maldistribution of gold. These two 
facts made the 1924-29 world price level 
a highly precarious one. 

Confronted with this unstable inter- 
national monetary structure, economists 


feared the danger of a general price 
‘ collapse. 


A powerful movement developed, 
therefore, throughout the world to in- 
augurate and develop programs of mone- 
tary stabilization. Financial authori- 
ties in various parts of the world were 
urging the Federal Reserve Board, in 
particular, to lead the way in this 
matter. It was belicved in many quar- 
ters that the very fact that an cnormous 
proportion of the world's gold was con- 
centrated in tho United States, far from 
boing an unfavorable factor; might be- 
come the basis upon which vorld price 
stabilization could be achieved. It was 
thought that this huge reserve of gold 
would enable the banking authorities to 
pursue policies liberated from the cus- 
tomary restraints which the gold stan- 
dard had hitherto imposed. Now, at last, 
it was possible, so it was bclieved, to 
embark on a managed gold standard. The 
Federal Reserve System, unhampered by 
limited gold reserves, could, it was 
said, by open market operations and dis- 
count policies, control the American 
price level and thus indirectly control 
the price levels of all other countries 
operating on the gold standard. Euro- 


‘pean economists, even more than those on 


this side of the Atlantic, relied upon 
the Federal Reserve System to maintain 
world-wide price stability. 

The experience of the last few years, 
hovever, clearly demonstrates the 
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weakness of banking policies désigned 
to maintain internal stability with- 
out regard to the requirements of 
international stability. Powerful 
forces - disturbances to internation- 
al trade and abnormal international 
capital movements - were at work 
tending to unsettle the exchange and 
price relationships of the various 
countries. The strong post-war 
ereditor position of the United States 
coupled with its high tariff barricrs 
tended to attract gold to this coun-— 
try. A variety of factors operated 
to produce the same result in France. 
These movements narrowed the base of 
credit in the rest of the world and 
served to put a downward pressure on 
world prices outside of thess two 
leading creditor countrics. Costs 
did not readily fall in England, Gcr- 
many and other countries. Had thoir 
price and cost structures been suf- 
ficicntly flexible, the strain on 

the forocign cxchanges would have been 
eased off despite the stabilization 
of tho American price level and tho 
hoight of hor tariff wall... But tho 
fall in prices abroad in relation to 
the American price level was not suf- 
ficient to provide the Plexibility 
needed to adjust the international 
balance of payments. England's posi- 
tion was progressively weakened by 
her inability to adjust her costs 

to the international situation and 

oy the obstacles placed in the way 

of any reasonably free movement of 
yorld trade. Germany strenuously 
endeavored to mect the situation by 
her program of rationalization, only 
to find in many cascs that she had 
been misled by technicians who had 
not taken adequate account of tho 
weight of thc fixed charges thereby 
incurred. 

The lack of balance which devel- 
Qped was for sometime hidden from 
view by forcign lending. Whon at 
last this came to a necessary end, 
the accumulated tension, which had 
developed by reason of an inflexible 
international cost and price system, 
disrupted the foreign exchanges and 


brought about the world-wide col- 
lapse of the international gold 
standard, While many factors com- 
bined to produce this result, the 
point which I wish to stress, at the 
moment, is the contribution made to 
the disaster by the efforts at sep- 
aratist price-level stabilization 
and the consequent failure of the 
various national price levels to 
reach an appropriate adjustment to 
each other. 

The maladjustments growing out 
of this inflexibility in the inter- 
national sphere were not unlike those 
encountered in a closed economy oper- 
ating under a system of individual 
price maintenance or fixed price 
ratios for special commodities. Im- 
portant changes in the real phenom- 
ena (such as technological develop- 
ments, introduction of substitute 
products and major shifts in the 
relative significance of different 
industries, shifts in demand, dif- 
ferential rates of progress in cost 
reduction, and the like) call for a 
flexible adjustment to the new con- 
ditions. The maintenance of a rigid 
control of prices and costs accumu- 
lates strains and maladjustments 
that are likely sooner or later to 
find escape in a wholesale collapse 
of the general price structure. The 
successful opcration of the price 
system in the domestic economy re- 
quires that we shall not fix once 
and for all in a frozen mould the 
price ratio of any one commodity or 
group of commodities. Any such 
attempt to straight-jacket the sys- 
tem of prices will in the end en- 
counter the inexorable forces of 
technological progress. The price 
system cannot operate on this basis. 
If you apply price maintenance or 
fixed price ratios over only a part 
of the price ficld, the whole struc= 
ture will ultimately break down. If 
you apply it over the whole ficld you 
have then substituted authoritarian 
rationing for the pricc system. 

It is a seoming paradox that, in 
a dynamic order, stability of the 











general commodity price level ina 
closed economy cannot be maintained 
without achieving first of all’ the 
’ flaxibility of individual prices, 
And similarly the stability of an 
international monetary standard can- 
‘not be safeguarded without permitting 
a divergence of the price levels of 
‘the various countries in accordance 
With the requirements of technologi- 
cal changes. The efforts of each 
nation to stabilize its own price 
level may lead to a general breakdown, 
thus defeating the separatist, nation- 
alistic attempts at stabilization. 
Isolationist and nationalistic poli- 
cies in the monetary sphere are as 
incompatible with the proper function- 
ing of an international price systom 
as arc isolationist policies in trade 
relationse 

The argument thus far loads to 
the conclusion that the post-war 
international gold standard might 
have offered better prospects of en- 
during success had it been permitted 
to function without the interferences 
interposed by the separate, nation- 
alistic efforts at credit management 
and controle Yet it could scarcely 
have been expected that a whole- 
hearted international monetary policy 
(involving the subordination of 
national credit policy to that of ox- 
ternal stability) could be pursued 
at a time when isolationism and 
nationalism held sway in other spheres 
of economic life. Indcced, when one 
considers the economic sins committed 
in that decade the qiestion may well 
be raised if it would not have been 
better had the international gold 
standard never been erected at all in 
the post-war period, The impossible 
international arrangements and condi- 
tions which emerged from the war might 
have done less damage had their bane- 
ful effects not been magnified by 
transmission through this highly 
sensitive international mechanism. 

Similarly, it is a grave error 
to assume at the present moment that 
the apparently inextricable inter- 
national tangle -- the trade barriers, 
the quantitative trade restrictions, 


‘of balancc. 


the exchange controls, the gap be- 
tiveen the out-payments and the in- 
payments of debtor countries, and 

the maldistribution of gold -- can 

be straightened out solely by re- 
establishing a system of fixed for- 
cign exchange rates. The world price 
systom continues to be seriously out 
The world cconomy is 
being tossed by gigantic speculative 
waves of capital movements first in. 
one direction, then in another. Under 
the pressure of the currency disequi- 
librium the trend toward restrictive 
trade measures continues unabated. 

The depreciation of Sterling in 1931- 
1932 forced a panicky liqridation of 
serurities and commodities in the 
United States and brought our banking, 
financial and business structure to 
the verge of bankruptcy. On the con- 
tinent of Europe it started a wave of. 
trade restrictions which has run its 
course through the whole gamut of new 
control devices including quotas, ex- 
change control, payment and clearing 
agreements, barter and compensation 
arrangements, and preferential bargain- 
ing. England's abandonment of the gold 
standard, as is by now plainly evident, 
was a bomb loaded with enough dynamite 
to utterly shatter the international 
price and monetary structure. From 
this shock the world will not soon 
recover a new equilibrium, This shock 
in turn. set off fresh explosions of . 
which the chief was the depreciation 
of the dollar and the re-linking of it 
to gold at an undervalued rate. 

With sterling cut loose from the 
601d anchor a large part of the world 
sought refuge from the storm by tying 
up their currencies to sterling. In 
this sheltercd area London became the 
haven for safe kecoping of a huge fund 
of liquid short-term capital draw 
from all parts of the British Empirc, 
and the countries attached to stcrling. 
To this was added, particularly during 
the period of dollar depreciation in 
1933, a large capital transfer from 
the Unitcd States, 

The return of the lattcr country 
to a new gold parity in January 1934 
was tho signal for a sharp reversal in 


these movements. The new dollar 
price of gold brought a return flow 
of a large part of the American 
funds that had temporarily been 
lodged abroad, and gave, moreover, 
a strong inducement to foreigners 
to repatriate the bonds hald in 
this country. In addition, the 
revalued dollar increased both the 
value and the volume of our mer- 
chandize exports while at the same 
time it put a check on our imports 
and especially upon our tourist 
expenditures abroad. The combined 
affect of all this was a vast in- 
flux during 1934 of one and a 
quarter billion dollars of gold. 
This gold, however, was not drained 
from the central banks abroad but 
came from new gold production end 
from private hoards. 

In tho current year, 1935, our 
merchandize and scrvice itoms are 
for the first timc, sinco we became 
a creditor country, in substaiutial 
balance--an unhealthy balance, how- 
ever, since it is based in part on 
a decline of our exports to Europe 
and in part on defaults on interest 
and debt payments owing to us from 
abroad. Despite this apparent 
balance, the pressure on sterling, 
which had begun in the spring of 
1954, continued unabated and created 
a crisis in March 1935. At this 
time sterling touched the lowest 
point in the depression. This 
pressure on sterling was caused 
by the continued transfer of short- 
term funds to the United States, 
the continued repatriation of: for- 
cign bonds and the purchase by 
foreigners of American securities. 
The pressure on sterling was re- 
leased following the March crisis, 
not in consequence of an improved 
international adjustment but only 
by reason of the increased strain 
placed upon the gold countries. In 
this connection it is of interest 
to note that the inflow of gold 
during the current year into the 
United States is almost exactly 
balanced by the loss of gold from 


the central banks of France, Holland 
and Switzerland, while new gold pro- 
duction has been substantially balanc- 
ed by renewed gold hoarding. 

Tho continued inflow of capital 
and gold into the United States is an 
‘index of the current unsettled state 
of international relations and of a 
lack of cquilibrium in the cost-price 
structure. So long as the gold cur- 
rencics remain considerably overvalued 
in relation to tho dollar, so long as 
the threat of ‘war’ lurks on the horizon, 
capitel movements, both short-term and 
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long-torm with attendant gold shipments, | 


will continue to flow to the United 
States. And so long as this inflow 
of capital and gold continucs, trade 
restrictive mcasures will be clamped 
down tighter and tighter. Of one 
thing we can be certain; capital would 
not be flowing to the United States at 
the present moment, were all right 
with the world. If, and when, a new 
international equilibrium is finally 
reached we can be sure that the United 
States will again emerge as a net 
exporter of capital on a moderate 
scale. No surer index of a serious 
derangement in international economic 
relations could be found than the 
fact that this country is a large im- 
porter of capital. If, however, we 
attempted arbitrarily to stop this 
inflow, as some have urged, we should 
merely be treating the symptom and 
not the deep-seated underlying malady. 
The current international situa- 
tion is highly explosive. The vari- 
ous cconomies need to be tied to- 
gethor again by mcans of a system 
of exchange rates fixed at ratios 
which conform as nearly as can be 


‘determined to the cost levels in 


the different countries. Unless a 
bold effort is made in this direc- 
tion soon we face a serious danger 

of saddling upon the world a straight 
jacket of authoritarian controls in 
foreign trade. France at the 

moment is considering the substitu- 
tion of tariffs for quotas. This 


“in itself would be an important 


step toward a larger functioning of 
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the price structure in international 
relations. Stabilization would 
surely facilitate this development. 
But the longer it is delayed the 
more powerful will inevitably become 
the vested interests which profit 
from the existing quantitative con- 
trols. 

Moreover unless the leading coun- 
tries are linked together soon by an 
international currency, whethor by 
formal agreement or on a de facto 
basis, the future may drive tho vari- 
ous economies even further apart than 
they are today so far as costs and 
price levels aro’ concerned. ‘This 
possibility, or coven probability, 
springs from the widely divergent 
domestic credit and governmental 
finance policies pursued in the vari- 
ous countries,:as well as from the 
widely different outlook for profit 
makinge The various countries ar 
emerging from the depression at quite 
uneven recovery rates. And the limits 
of possible divergence are enormously 
great by reason of the great inegqual- 
ity in the holdings of gold reserves. 
Moreover, once these divergent ton- 
dencics become considcrable, they 
feed upon thomsclvcs and grow in 
cumulative fashion. Suppose, for 
example, that a powerful credit ex- 
pansion should devclop in the United 
States encouraged and supported by 
a strong expansion in the capital and 
durable goods industrics. Such a 
dcveLopnent might casily cause a 
tremendous speculative boom which 
would draw capital and gold in large 
volume from other countrics to tho 
United States, thoreby placing a 
check upen their internal expansion 
and re-cnforcing our own. Such an 
unequal cxpansion in different coun- 
trics could not fail to place a re- 
newed strain upon the intcrnational 
system, and thereby force a continua- 
tion or even intensification of the 
authoritarian restrictions and con- 
trols of foreign trade. 

International stabilization is 
therefore urgent not only as a means 
of promoting an approach toward a 
new equilibrium but also as a means 


of holding the expansionist move- 
ments in the various countries in 
line so as to prevent the accumula- 
tion of renewed strains and ten- 
sions. 

This consideration cmphasizes 
the all important fact that a new 
return to fixed exchange rates will 
not of itsolf suffico, Such 4 sys- 
tom cannot under modern conditions 
automatically make the neccssary 
adjustments for survival. Expori- 
ences shows that it will not do mere- 
ly to reconstruct an intérnational 
curroncy and then pursue theroaftor 
an intornational laissez-faire 
policy. Leading countrics must be 
able and willing to practice close 
cooperation in a deliberate inter- 
national management of that system. 

Unfortunately the maintenance 
of international equilibrium is 
rendered difficult not only because 
of unequal progress in different 
parts of the world in technologival 
development, to ‘which reference has 
been made, but also by reason of 
unequal rates of progress in the 
development of monetary theory and 
monetary techniquc. It is a matter 
of no littlo significance from the 
standpoint of international eqilib- 
rium in the years which lic just 
ahead that England and France stand 
almost at oppositc polcs in tho 
matter of monctary theory and bank- 
ing policy. So long as the respon- 
sible financial leadership of these 
two leading European countrics ad- 
hore to such divergont views as to 
what constitutes appropriate bank- 
ing policy in the various phases of 
the business cycle the futuro is 
not bright for the workability of 
an international price structure and 
the maintenance of international 
equilibrium. Add to this the fact 
that in the United States opinion 
is sharply divided so that no con- 
sistent course of action can be 
relied upon in successive administra- 
tions or even in the same administra- 
tion. This lack of agreement on 
monetary issues presents a dark out- 
look for the future. It Would be 
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difficult to think of any field for 
serious economic research so urgent 
and pressing, so likely to bring in- 
calculable benefits, as that of appro- 
priate cooperative international 
‘action on monetary and public finance 
‘policy. Widely divergent programs 

of governmental capital expenditures 
and of monetary policy are likely to 
throw incomes and price levels in 

the differcnt countries dangerously 
out of line and place a severe strain 
on international cquilibrium. 

The rationale of coordinated 
international action is clearly 
evidcnt when we contemplate the 
manncr in which the world is now 
muddling its way through to a now 
Imonctary systom. It was not ucces- 
sary in order to reach the required 
rcforms in the world's monetary 
structure to takco the thorny road 
we have trod since 1929. Instead 
of scparatist devaluations of ono 
coumtry after anothor with the atten- 
dant deflationary conscquenees in 
the countrics with overevalucd cur- 
rencios, and the quotas and ox- 
change controls incidcnt thereto, 
What was necded in the world crisis 
Was simultaneous international agree- 
ment on changes in reserve ratios, 
or simultaneous changes in the gold 
content of the different currencies, 
as had indeed been suggested in 
various international financial con- 
ferences. Unfortunately the history 
of the post-war period shows that 
the world has not reached that level 
of enlightenment by which it can yet 
reach a rational solution of its 
problems by taking action prior to 
the advent of diaster. We do the 
things that reason and scientific 
knowledge tell us we should do only 
after We are goaded into action 
through the pressure of catastro- 
phic distress and intolerable human 
suffering. 

It is an open question whether 
we Can achieve a sufficicntly high 
level of public intelligence and 
understanding of the neccessary condi- 
tions required to make the price sys- 


tom functions This.is truc of, the 
internal domestic sphere as Well as 
of the international sphere of action. 
In the modern complicatcd and highly 
sonsitive cconomic ordcr it may, in- 
dved, require a higher order of in- 
telligenee and understanding to 
operate successfully a free price 
system than is required to operate 
an authoritarian society. But those 
countries which suceced in operating 
the price mechanism can be expected 
to. out-strip all others. It is not 
altogether an accident that modern 
Sweden is both a foremost practition- 
er of a liberal economic philosophy 
and at the same time in the van- 
guard of modern nations in the 
achievement of a high real income 
for her general povulation -- a stan- 
dard reached without sacrifice of 
personal liberties and freedom of 
the individual. It takcs brains, 
character and leadership to operate 
a liberal price cconomy in. the modern 
100 LG 

The issue of authoritarian price 
control versus a flexible price 
system is a major economic issue if, 
indeed, not the major economic issue 
of modern times. It cuts deeper 
than those issues which run in terms 
of changes in the distribution of 
the national income, for a flexible 
price system vould of itself result 
in a more equal distribution of in- 
come. It is more fundamental than 
those issues which run in torms of 
the organization of production wheth- 
Gr on capitalistic or socialistic 
lines, for it is concerned with those 
ultimate problems of maximum consum- 
cr satisfactions and the best allo- 
cation of the productive resources 
of society, which no form of social 
ordcr can afford to ignore. On the 
domestic ficldc the issue arises in 
terms of the struggle of different 
groups to fix prices on individual 
commoditics or to freezc specific 
comuodity price ratios at some given 
parity, thereby seeking to shelter 
themselves from the impact of a 
dynamic economic world and to prevent 





the gains of technological progress 
from flowing to society as a whole. 
On the international field the issue 
arises from the effort of the separ- 
ate national economies to isolate 
themselves from the world price 
structure by means of under-valued 
currencies, prohibitive tariffs, 
government monopoly controls, quotas 
and exchange controls. Special inter- 
est groups-are, indeed, busily at 
work digging the grave of the free- 
price system but with spades wholly 
different from those predicted | by 
Karl igen 
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Question - Dr. Fox, 
I wish to put a question or two in 
the field of foreign trade. Do the 
present efforts of the United States 
Government toward removai of trade 
barriers raise some hope for the 
future, in two respects: In making 
it possible for various countries to 
remove - to lower at least - the 
trade barriers grovn up in recent 
years; and in creating an atmosphere 
in which stabilization —y be more 
easily possible? 

Answer - I think Dr. Fox's closing 
phrase suggested what to my mind is 
the correct answer. I myself have 
always looked upon the trade agroe- 
ments program as of far greater 
significance in its goncral impact 
upon world socicty than as a specific 
means of directly and immediatcly 
enlarging the flow of trade. To be 
sure, these trade agreements do have 
the cffect of lowering some of our 
tariffs and of cnlarging othor coun- 
trices! quotas, but I think thore is 

a larger influence of our trade agrce- 
ments programe In the first placo, 
it is the only mechanism Which I can 
see at all, by which this country can 
grapple with the world tangle. Supposc 
we had no trade agrocments act; as I 
soe it, thero would be no way in 
which this country could at all tack- 


Tarirf Commission- 


LL 


le the problem. It can through the 
trade agreements act nibble away at 
the trade barriers throughout the 


world and thereby prepare the way 


for conditions that are more favor- 
able for stabilization. We cannot 
look for any large exyansion of 
world trade stabilization. We can- 
not look for any large expansion 

of world trade merely through trade 
agreements, but the trade agrec- 
ments may turn out to be, neverthe- 
less, one of the most important 
things taking place in the world 
today. They are preparing the way 
for stabilization and thereby in 
large measure affecting world trade. 
Question - Dr. Stine, Bureau of 
Agricultural Economics - Several 
questions come to my mind, but 1 
will simply ask one. Would aban- 
donment of the use of the stabiliza- 
tion fund, and any other measures 
now being used in regulating the 
value of the dollar’ in foreign ¢ex- 
change, be a real contribution 
toward international stabilization? 
Answer - So long as the stabiliza- 
tion fund will permit gold to flow 
out of the country, we are really 
on an automatic gold standard. In 
other words, We are not relying 
upon the stabilization fund to 
stabilize the gold value of the 
dollar in foreign exchange. We 

are really on a gold standard so 
long as we permit the free outflow 
of gold. There was one time in 
the last 12 months when there was 

a small outflow of gold. 

In a larger way I think that 
our stabilization fund undoubtedly 
has been used to help steady the 
exchange of other countries. It 
became known last spring through 
the oress that the Secretary of 
the Treasury has used funds from 
this source to assist the French 
followhng their March crisis, and 
they expressed great appreciation 
of the cooperation. This prob- 
ably is an indication of what is 
taking place - an incrcascd mca- 
surc of international cooperation 


12 


,to facilitate something like a de 
facto stabilization. It may be that 


a considerable period of internation- 


al cooperation - through stabiliza- 
tion funds and central banks - in 
achieving a de facto stabilization, 
may be a necessary preliminary to 

a legal stabilization of currencies. 
Question - Dr. Edminster, Agricul-. 
tural Adjustment Administration - 
Dr. Hansen referred to the spread 

of industrialization throughout the 
world and the need for a greater 
evenness in the state of advance- 
nent of industriel technique. In 
that connection I would lik ce to ask 
nim - in view of the stress that a 
‘treat many economists, Keynes, for’ 
instance, ‘have laid upon the sig- 
nificance of declining differences’ 
in the state. of advancement of 
industrial techrlique from the stand- 
point of international. trade - what 
Jo you think are the implications 

of that world-wide spread of indus- 
trialism from the standpoint of the 
quantity and type of future inter- 
fational trade, particularly the 
foreign trade of the United States? 
Answer - There are involved here 

two questions - one a question of 
the transition period, the period 
Mhile the nower countrics are be- 
coming industrialized; and the 
second, what will be the case after 
they have become industrialized, 
from the standpoint of international 
stability? I was emphasizing the 
Impact of the transition period 

ipon international stability, the 
jlangers that tend to develop while 
these countries are in process of 
secoming industrialized - the im- 
pact upon international competition; 
and another question - the effect 
upon volume of trade. I think 

that while the process is going on, 
it inevitably of itself gives rise 
to a large volume of trade because, 
while the backward countries are 

in process of industrialization, 
they of neccssity must imvort large 
Quantitios of capital goods in ordor 


to become industrialized. There is 
the well-known phonomenon that the 


' leading European countrics have had 


expanding exports of capital goods, 


much more than of consumor goods. 


That fact is related to the increas- 
ing industrialization of backward 
countrios. Whilc the process is 
going on, it gives rise to a vast 
amount of forcign trade. Countrics 


‘cannot industrialize without having 


large imports from tho older coun- 


tries of capital équipment. Thon 


there arises the question: After 
industrialization, what may bocome 
of foreign trade? It is an inter- 
esting fact that as Germany became 
industrialized, her trade with 
England dic not diminish but grew. 
That may or may not mean something 
as to the fusure trade of the world 
after backward countries have be- 
come industrialized. 

Those of us working on trade 
agreements have been very much im- 
pressed with the extent to which 
industrial countrics specialize. 
Industrial countrics do specialize 
in the modern world, and that in 
itself would tend to dovelop trade 
even after they had become indus- 
trialized, Thon there is another 
fact - the more those countrics 
becomo industrialized, the higher 
their incomo vill be. They may buy 
a smaller proportion of certain 
goods from a country, but it does 
not noccssarily follow that there 
Will bce a smallcor absoluto volume. 
In terms of their total national 
incomc, they may import less than 
now, but the absolute volume might 
well incroase neverthcless. I 
think, thorefore, that bocause of 
the inevitable improvement in stan- 
dard of living of countrics, which 
will come with industrial progross, 
the prospect of a large volume of 


world trade in the future is by no 
Mmoans dark. If, however, it devel- 


ops that the world price systom 
utterly breaks down, I think it 
almost inevitably will follow, 

















because of nationalistic sentiment, 
that countries will strive to import 
as little as they possibly can. Bi- 
lateral bargaining would tend to 
develop between each pair of coun- 
tries. Should that occur, my own 
view would be that foreign trade 
would be reduced to minimum propor- 
tions. If the price system survives, 
I-would expect foreign trade to grow, 
even though we witness the increased 
industrialization of backward coun- 
tries. 

Question ~- Dr. Stine - It appears to 
me that the answer Professor Hansen 
has given to the question which is 
the subject of his address, is that 
the self-regulating economy is not 
workable in current international 
relations; but it appears to me that 
he argues that it should be workable. 
Would he undertake to make a more ; 
definite statement as to the ideal 
American policy that would result. in 
what he would set up for a rational 
international system? 

Answer - That is a rather large order. 
The “aitriculty with the idealwAmer- 
ican policy is that it could not be 
put into operation without taking 
other countrics into consideration. 

I would say that the workability of 
an international price system does 
involve in the first place an inter- 
national monetary system. It cannot 
be made workable with the individual 
national currencies. There are peo- 
ple who dispute that, but I think 
they rely too much upon the wholly 
non-political manipulation and con- 
trol of these various domestic cur- 
renciese If the several countries 
could pursue their policies in such 
a manner that they would not impose 
strains upon the outside world, if 
they could pursue a policy which 
kept their internal price relation- 
ships in balance with other coun- 
tries, then such a price system 
might work. And it might turn out 
that the aid of internal stability 
might run counter to the other neces- 
sity of preserving world stability. 
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We must get back to an international 
currency, fixed exchange rates, pre- 
sumably a new international gold stan- 
dard. That is the first thing. 

The second thing is that we must 
not simply set it up, but the various 
countries must cooperate in making it 
workable. And cooperations mean that 
they will not go off at Widely diver- 
gent tangents in monetary policy and 
in public expenditures. The most im- 
portant reason why Germany is in the 
tight place she is, in her foreign 
trade right nov, is in my judgement 
that fact that, while continuing to 
maintain her former gold parity, she 
went in for large capital expenditures. 
You cannot ride both horses. There is 
pound to develop a gap in the balance 
of payments and this forces the coun- 
try into exchange control, and rigor- 
ous authoritarian control of imports. 

Thirdly, the countries throughout 
the world must again give scope to the 
operation of the price system in inter- 
national trado, by the removal of ex- 
change control, and of quantitative 
trade controls. Tariffs do not need 
to be removed and they do not even need 
to be lowered enormously to make it 
workable if the othcr things vhich I 
have mentioned are put into opcration, 
because if these othcr things are donc, 
not very scrious strains will develop. 
But if unvise policies are pursued, 
then strains will develop, and if 
strains develop, then it is very im- 
portant to have a large volume of 
trade to ease off those strains. Con- 
sequently, since Wwe are not likely to 
get lOO percent cooveration on inter- 
national management of currencies, it 
is all the more important to develop 
a large volume of foreign trade. If 
there is a great storm and a tremendous 
dowmpour, and there is just a narrow 
river bed the surrounding country will 
be inundated; but with a broad stream 
the rise will hardly be noticed. 
Question ~ Audience - What is a free 
price system? 
answer - In the domestic field, price 
relationships of different commodities 
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will develop in accordance with the 
technological developments in differ- 
ent industries, so that as costg are 
|lowered prices are lowered also. In 
a free price system, the different 
commodity prices in the. internal 
price system, instead of being 
frozen, will be flexible. If you 
have price monopolies, cartels, or 
trade associations, the priccs be- 
come frozen. If you have frozen 
prices and at the same timc do not 
have sufficiently strong public 
finance control, a drastic decline 
in the whole ,income, will result.) . 
The existence of those rigid prices 
'ereates a tremendous disequilibrium. 
Question - Audience - How far has 
the loss of foreign trade accounted 
for our depression? If it accounts 
for -it in a large degree, may wea 
hope for recovery before we neve 
recovered the foreign trade? 

Ansver - The total value of our cx- 
port trade was about $5,000,900,000. 
Now when you come to figure up all 
of the major industrics in this 
country that will be required to 
equal an output of $5,000,000,000 
you Will sce the tremendous in- 
portance of our foreign trade. Tho 
decline of our. forcign trade: is, 

of course, largely a consequence of 
the depression. The depression vas 
due to a varicty of forces of which 
I regard the international disequi- 
librium and the policies pursued 
with respect to foreign tradc as 


extremcly important.’ The forcign 


trade decline is a result rather 
than a. causc. . 
*.Sveden has a high standard of 
Living.-~ Sho is-a lcading example 
of a country that has already a- 
chicved a completc revival. Hor 


‘production «is at presont normal, in 


fact ona lovel ‘from 10 to’ 15 per 
cent highcr than in the boom years 
before the depression. Norvay is 

on a level above predepression times. 


England's industrial’ production is 


now up to the predepression level. 
All of these countries except Eng- 
land ‘have, however, more unemploy- 
ment than before the depression, 
by reason of increased technolog- 
ical devélopments which have dis- 
placed labor despite the larger 


production. Tho uncomployment is 


partly caused too by some incroasc 
in the working population. All 
over the world, I think - perhaps 
without cxception - we are ex- 
periencing a revival in industry, 
but there is no revival vorth talk- 
ing about in the volume of forcign 
trade. It is just about the same 
as at the bottom of the depression. 
This gocs to shov that you can bring 
about a considerable revival in the 
world without foreign trade leading 
the way. But there remains a vast 
volume of unemployment and world 
production is still far bclow what 
is attainable. In order to achieve 
full prosperity a larger flow of 
world trade is neccssary. 








isi 


TRADE UNION ORGANIZATION AND LABOR'S BARGAINING POWER 


By 


Isador Lubin 
Commissioner of Labor Statistics 
Department of Labor 


The problem of labor in modern so- 
ciety is one that impingés upon virtu- 
ally every aspect of our.life. I 
doubt whether there is a vital human 
and social interest that isn't affect- 
ed, directly or indirectly, by the pol- 
icies, activities, aims, and endeavors 
of the trade union movement. 

Labor in the United States is not 
organized in the sense that workers in 
other countries are. Our situation is 
quite different from that of Australia, 
for example, where most of the workers 
are organized. We are quite different 
from Great Britain where most of the 
essential industries are organized. 

We are quite different from what Ger- 
many was before the change of govorn- 
ment in 1935. There you had organiza- 
tion in virtually covery important in- 
dustry. n the United States, IJ think 
it is fair to say that, with the ocx- 
ception of a few industrics such as 
building construction, coai mining, 
certain sections of the manufacturing 
industries, particularly men's and 
women's clothing, it is fair to say 
that industry is not organized in the 
sense that labor through its organized 
relationships has the power to control 
the conditions of employment. 

Trade unionism, organized labor, 
through its daily activities, affects, 
as I said a minute ago, every vital 
social aspect of our lives. If we 
look down through the list of things 
that are affected by trade union organ- 
izations, you will find that every as- 
pect of production is affected, through 
the determination of hours in which men 
can work; through’determining whéther 
people shall be permitted to ae an over- 
time; through having a hand in saying 
whether new machinery shall be intro- 
duced; in determining the speed at 
which men can work; determining who 
shall be hired and who shall be fired; 


by detcormining, through the closed shop 
regulations, who can work and can't work; 
through determination as to who shall be 
permitted to do the work, as happened in 
the case of a jurisdictional dispute we 
had when the Labor Department building 
was being put up. The qicstion in that 
instance wags who shall be permitted to 
put cortain iron grill work over the 
radiators. The carpentcrs insisted it 
was their work, the motal workers in- 
sisted it was their work, the result 
bcing thet neither did the work and the 
job was tied up for a period of time. \ 
Later, in determining who shall install 
certain types of tiling upon the floors 
there was a dispute as to whether it 

was under the jurisdiction of the cement 
workers, the. plasterers, or same other 
trade. There, again, the unions decided 
who should do the work. 

We in America like to think of our- 
selves as endowed with certain establish- 
ed rights, and trade unions impinge very 
largely upon those rights in their daily 
activities. They interfere with the em- 
ployer's right to.run his business as he 
sees fit, end labor insists that that 
right can be interfered with if the vital 
interest of employees is concerned. Trade 
unions do interfere knowingly end avowed= 
ly with the rights of business men to 
run their business. Through the closed 
shop they determine who shall work for 
a given employer and. through wage stan- 
dards they determine how much shall be 
paid by employers. 

Labor organizations also impinge ~ 
upon the distribution of income. Through 
their demands that wages became greater 
and greater as the profits of industry 
increase, they play a very important 
part in determining what portion of the 
income of industry shall go to profits 
and what shall go to wages, a condition 
which, in the absence of trade union 
organization, is for the most part within 
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the rights and powers of the employer, | 

Trade unions become of great im- 
portance when you are discussing com- 
binations in restraint of trade. They. 
play &@ very important part. in thet as- 
pect of the law which provides that 
people can be enjoined by injunction 
from doing certain things, and time 
and again the injunction has been used 
in order to thwart the purpose of 
trade union organizations. 

They affoct. our standards of cothics. 
A trade union man is expected to be 
loyal to his group rather than be a 
free individual. The-idea of class, 
of craft loyalty, is a very signifi- 
cant factor in determining the effec- 
tiveness of labor organization, and the 
very situations under which labor or- 
ganizetions work demand that their 
members sacrifice their individualism 
and their ethical standards of individ- 
ualism for class loyalty. 

Trade unionism very definitely 
interferes with our ethical attitudes 
towards property rights. The philos- 
ophy of trade unionism insists that 
life comes before property and fre- 
quently a demand is made for increased 
wages in order thet minimum standards 
of living be maintained at the cost of 
property. 

There are trade unions in this 
country-~they are fewer in number now 
than in the past--but I am thinking 
particularly of the Industrial Workers 
of the World, whose othical standards 
were that might makes right. They be- 
lieved in violating contracts if they 
had the power to do so and if by doing 
so they could increase the standard 
of the workers. associated with thom. 

Trade unionism bears upon our 
ethical standards where issues arise 
as to whether or not physical violonce 
should be used. Members of trade 
unions have used physical violence, 
enployers have likewise used it, and 
who starts it is frequently an undeter- 
mined question. But there are trade 
unions that believe that they are 
ethically correct in insisting that, 
lf the welfare of their members is at 
stake, if it is a qestion of their 
men starving or attaining their ends,. 


there is justification in using physi- 


cal violence. If they believe that 
physical violence is being employed 
through strike-broakers, detectives, 
or paid guards on the opposing side, 
physical violence is particularly 
justifiable. 

Another ethical aspect of trade 
unionism is the use of ostracism. The 


_averago trade unionist bolieves in 


the right to ostracize poople who will 
not codporate in gaining the onds 
sought for the union membership. Con- 
sequently thoy usc the word "scab", 


and in England the work "black-log"-- 


people who are socially outside the 
pale, as it wero, ih tho cyes of tho 
trade unionist. Such a@ porson or 
group of persons interfere with the 
ends sought by orgenized labor, name- 
ly, increasing the standards of the 
group which they represent. 

Trade. unionism is also definitely 
related to social welfare. I need 
only cite to you the Adamson Act of 
L916 where the transportation facil- 
ities of this country were threatened 
because of a possible general strike 
when labor demanded an eight-hour day. 
There was a threatened strike and 4a 
demand on the part of labor that 
Congress pass legislation making the 
eight-hour day mandatory, and there 
is no doubt but that President Wilson 
pushed that law through Congress be- 
cause he did not want a strike as the 
national welfare would have been in 
danger. After the coal strike in 
1919 had been in effect for a month, 
certain plants had to shut down be- 
cause of lack of fuel. 

If we are going to deal with the 
organized labor group which consti- 
tutes a very important segment of our 
society, if we are going to under- 
stand the various faators that affect 
you and me, wo must understand why 
it is that labor does the things it 
does and why it is that labor dcomands 
the right to do them. We must bear 
in mind that trade unions are only 
one of many groups in our socicty. 
We. froquently hear of so-called 
pressure groups. You've got your 
Agriculture group which is a very 
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definite pressure group interested 
primarily in the welfare of the 
farmer, and if you go back through 
the legislative records for the past 
two decades you will see the effects 
of that pressure group as it exerted 
its influence upon our governinent.. 
You have Chambers of Commerce which 


is again a pressure. group whose sole. 


purpose is to bring about certain 
ends which fit in with the philos- 
ophy, with the attitudes, and the 
sense of justice of its membership. 
Likewise, 
groupse Labor has its standards of 
justice and welfare in matters that 
concern it, and frequently it does 
things which to you and to me scom 
unjustified, as for oxample, a 
sympathetic strike, where 4& group 
of people refuse to work because 
another group are not in their own 
opinion receiving justice. [In- 
stances can be cited where men go 
on strike not because they have any 
Objection to their employer or to 
conditions, but in sympathy with 
other workers. Under such condi- 
tions it is easy to understand the 
attitude of certain business men 
toward tradé unionism. 

Now, the attitude of labor to- 
ward the sympathetic strike, toward 
jurisdictional disputes which will 
tie up @ building although the en- 
ployer is not concerned, those 
things bother the employer. 
not understand why those things 
should take place, and unless we 
understand what is behind them we 
come to the conclusion that labor 
is unfair in its demand, that labor 
is doing anti-social things. 

If we are to understand trade 
unions we shall have to understand 
them in terms of the problems that 
affect their interests. Perhaps 1 . 
can best illustrato what I mean by 
taking up the qiestion, say, of 
erricioncy of labor. ‘There aro a.- 
lot of things that labor docs which 
on the surface appear to interfere 
with officiency of output, and if 


we do not understand organized labor 


in terms of its ow problems, we 


‘the limitation of 


labor is one of these many 


. you can pay him, and, 


He can- 
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mmediately come to the conclusion that 
many of its-practices have as their end 
the efficiency of out- 
put. .If you take that concrete problem 
by itself you will find that in dealing 
with the question of efficiency of out- 
put, you have two definite problems in- 
volved. One problem involves the pro- 
blem of wages. The other is that of em 
ployment. But let us deal with the pro- 
blem of wagese 

Now, what is it that deteomines 
wages? We talk about wages being deter- 
mined by free competition on the labor 
merket and a lot of people believe that 
this is the only way they should be 
determined. Yet what do we mean when we 


say that wages should be determined by 
-the free competition of the market? We 


usually mean two things; first, the cut- 
put of the worker which determines what 

second, the stand- 
ard. of. living of the worker himself 


which determines in large part the supply 


of labor. The willingness to work ata 
given weago rate is.for the most part 
nothing else but a function of his stand- 
ard of living. '-He will not take less 
than is neccessary to maintain his stand- 
ard if he can possibly help it. 

What happens to. wages if there are 
no standards of output, if the omployer 
ean fix his own standard and change it 
any time he wants to? The tendency under 
such conditions is a lower wage. Unless 
you have an agrecd-upon standard, what 
dces determine it? Where you do not have 
collective bargaining or mutual agreement 
as to standards, experience has shown 
time and time again that the standard 
becomes that of the fastest worker. And 
if the fastest worker has high earnings, 
earnings which are more than: sufficient 
to maintain the standard of living of 
the group he represents, experience has 
shotm that wages will tend to be cut to 
the point where the faster workers will 
have earnings sufficient to meet their 
standards of living, which means that 
the other workers who cannot meet the 
output of. the fastest workers: are forced 
to a wage level below their standard of 
living. 

When I say fat the neneea for a 
definite standard of output is an 
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important factor in organized labor's 
attitude in bargaining with employers, 
I mean that the cxpericnee of trade 
unions has proven that without defin- 
ite standards high output by a few 
workers leads to less wages for cvery- 
body or mors work for everybody with 
the same wages, That is a practical 
fact. Anyone who knows anything 
about the labor movement can cite 
endless cases where when fast workers 
get up to a certain high wage level, 
rates are cut so that they can earn 
only a fair wage, and everybody else | 
who cannot maintain their péce re- 
eeives lesSe 

Of course, there are fast workers, 
there is no denying that. I received 
a report yesterday from a plant in 
one of the biggest industries in the 
country. That plant reported that 
there were seven people working on 
piece retes who averaged $200 a weok 
during the week covered by tho report. 
The manager of that plant seid to me, 
"Tt's much more profitable being a 
laborer in our plant than being a 
Commissioner of Labor Statistics." 
People do carn $200 a wock in thet 
plant and it can be done for & week 
or for two weeks, but expericnec has 
proven that as word of it gets around 
to the management it too often hap~ 
pens that someone decides that there 
must be something wrong and wages 
are cut so that those who have been 
earning lerge amounts find their oarn- 
ings down to half of what they former- 
ly were recciving. 

I cite this as one of tho reasons 
why trade unions! demand that there 
shall be a standard of output should 
not be interpreted as opposition to 
efficiency, per se. One way of find- 
ing out whether labor is opposed to 
efficiency would be to offer to an 
organized group an increased wage in 
return for an increased output. That 
should be the test of whether or not 
labor is willing to increase output 
or increase efficiency. 

Another reason for the general 
belief that trade unions are in prin- 


ciple opposed to increased efficiency, 


is the fact that they oppose piece 
rates, They do not like their mem- 
bers to work under the piece-rate 


development. 


system. Wherever possible they de- 
mand an hourly rate or 2 weekly rate. 
They do not oppose picce rates because 
they are opposed to tho men producing 
more or because they are opposed to 
permitting incroascd efficioncy. They 
are opposed to picce rates because 
through oxporience they have found 
that under the picce-ratoe system, 
there are always people who push thom- 
selves virtually te dcath. Such poo- 
ple have very high carnings. Exper- 
icnce, however, has proven time and 
again that with a-given picce rate 

you c&an carn much more than is goneral- 
ly paid or roccived in your industry, 
and if that goos on for any longth of 
timo the next thing you know your 
picce rate is cut so that you have to 
turn out the same amount of work in 
order to carn a lower wage than you 
formerly did. 

There are a great many other in- 
stances of this sort where ons cannot 
say whether the attitudes of organized 
labor are right or wrong unless you 
know just what is behind them. ‘Thore 
is the quostion of uniformity of wage 
rates which is frequontly interpreted 
as @ moans for bringing everybody down 
to the same level of mediocrity. As 
a matter of fact, this insistence that 
everybody doing the same type of work 
shall be paid the same rate has noth- 
ing to do with trying to put all work- 
ers on the same plane of mediocrity. 
It is entirely the result of a situa- . 
tion where unless you do insist that 
everybody doing the same type of work 
get the same wage rate, somebody from 
the outside will under-bid those on 
the job. Experience has shown that 
the bargaining power of the group is 
always equal to the power of the weak- 
est member of the group. Unless you 
can make all members equally powerful 
in their bargaining power, you find 
the situation where the man willing 
to work for the lowest rate will in 
the long run detormine the rate to be 
paid. 

The trade unions in this country 
have gone through a very interesting 
Wo have had all sorts 
of exporiments with trade unionism. 


Most of our unions have developed in 


rosponsce to immediate ncods and -. 


problems, the immediate needs and 
problems of specific groups. ‘they 
have grown and developed entirely 
by trial and error. As far as the 
people who are running those organ- 
izations ate concerned, there has 
bsen no definite theory behind their 
)} activities. ‘They have exverimented. 

There are records of small organ- 
izations here and there in various 
parts of New Jersey, New York and 
Massachusetts during the 
last century. These trede unions 
played a very important part in the 
movement towards frec education in 
America. As a matter of fact, thoy 
took the load and were responsible 
for the propaganda which led to the 
development of frec education in this 
country. We have hac all types of 
trade unions - Socialist trade unions 
whose main guide was the theoretical 
idea. We have had orga 
the Knights of Labor which at one 
time in the '80's was the orgeniza- 
tion’ in this country. “Anybody could 
belong to it, irrespective of what 
he did. It was one big organization 
with no distinction between craftsor 
anything else. 

The typical type in this country 
at the present time is the craft 
union, It limits its membership to 
persons who are engeged in specific 
crafts. Carpenters and plumbers ad- 

mit only those doing that type of 
work, irrespective of the industry 
in which they happen to be working. 
You may be @ carpenter in an apart- 
ment house, but as long as you are a 
carpenter and use his tools you come 
within the group admitted into. the 
carpenter's union. 
) The second important group is 
. the industrial union typee In this 
instance, membership is restricted. 
to those who work in and about 4. 
specific industry, irrespective. of 
what they do. The best cxample of 
_ that type of union is the United 
Mine Workers. As long as you work in 
or around the mine, you ere eligible 
to membership in that. organization. 

The big problem facing Amorican 
trade unionism today is whother or 
not wo shall continuc with our older 
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izations like 
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system where individual. crafts are band- 


ed togother or with the system roproe- 
sentcd by the Mine Workers and The Brow- 
ing Workers, whoreby membership in unions 
shall be dotormined not by what you do 
but by where you do it. That was the 
basis of the fight in the American Labor 
Convention a few weeks ago in Atlantic 
City. Shall the craft unions be per- 
mitted to maintain their craft distinc- 
tions or shall the automobile workers 

and the rubber workers be permitted to 
have their om unions? The fact is that 
workers in the automobile industry have 
organized. They have an automobile 
workers' union. It has.not- however been 
recognized as an independent interm tion- 
al union. There are groups in the Amer- 
ican Federation of Labor who refuse to 
permit these workers to have an indus- 
trial union of their own. ‘The present 
controversy will determine how the future 
of American Labor organization shall be 
molded. ‘The industrial unioh group is 
headed by John Lewis of the Miners, and 
supported by the Amalgamated Clothing 
Workers and other unions. 

Tho reasons for and against inane 
trial unionism are many. Tho main con- 
tention in. their favor is that in large 
scale industry it is impossible for any 
one small group, say the carpenters, 
to realize its aims whon it constitutes 
@ small portion in the industry. By 
and large, to secure effective bargain- 
ing powor for labor in modern large- 
scale industry, you must bring a large 
proportion of the workers together and 
act as a unit, otherwise you cannot ~ 
bring up their standards of living. And 
it is ability to raiso living standards 
that is going to dctorminc the attitude 
of those who don't belong to unions. 

A majority has determined that the 
craft system shall for the present con- 
Sinus Geel pele. eTHOvA or Teen 
refused to go on record as favoring 
industrial unions. 

Tn addition to craft industrial 
unions, thors arc so-called "labor" 
unions. in this country. The term, ‘labor 
unions", is peculiarly applied to a type 
of union which doos not distinguish 
botweon crafts and doos not distinguish 
betwoeon industries. In «© sense it is 
the automatic outgrowth which has 
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followed from the fact that in cer- 
tain cities of the country there are 
five, six, and more unions - locals 
of plumbers, carpenters, brewers, 
etc. Almost spontaneously these 
groups have come together to dis- 
cuss their mutual problems, and 
there has developed over a period 

of time so-called local labor unions-- 
sometimes called "trades" unions-- 
the name signifying the fact that 
they are made up of a whole lot of 
trades. They 2re made up of anybody 
who happens to be a member of a 
union affiliated with the A.F. of L. 
and they are primarily interested 


in local problems. ‘They are the units 


through which local sympathetic 
strikes are arranged. 

The dominating factors in Amer- 
ican organized labor are - first, 
the A.F. of Le, and second, tho so- 
called Railroad Brotherhoods. ‘The 
latter are made up of the train ser- 
vice crews of the railroads - the 
engineers, the firemen - and the 
conductors and brakemen. ‘They fre- 
quently and usually work together 
when it comes to making agrecments 
with the employer, and in sccking 
legislation. But they are four 
independent units working togcther 
on problems of their industry. MTheir 
membership is independent of the A..F. 
of Le and number about 800,000. The 
A..F. of Le, however, is a federation 
of trade unions just like the fcder- 
al govornment is a federation of 
states. Each organization in tho 
A.F. of L. has powers of its own. 
The A.F. of L. has 3,186,600 mombors, 
which moans that the organizations 
affiliatcd have 3,186,600 mombers. 
The miners have 400,000 members, 

The life of the federation dates 
back to 1881, although many people 
have placed it at 1891. Itisa 
federation of 110 national’or inter- 
national unions. The term, "inter- 
national", means that some of these 
unions have locals in Canada. The 
individual unions vary in size and’ 


in importance from organizations like 


the Mine Workers, 2 rather powerful 
organization with/ Powerful treasury 
to relatively small unions. In 


addition to these 110 national and 
intermational unions which are both 
craft and industrial, there are 49 
state federations affiliated direct- 
ly with: the A.F. of L. There are 728 
city centrai unions-or local trade 
uniéns. There are approximately 1007 
federal unions and 4 departments. 

Rach department and each state fedora- 
tion and each of the city central and 


federal unions have votes at the 


annuel A..F. of Le conventions. 

There was an interesting contro- 
versy recently between the brewers 
and the teamsters. The former main- 
tained their union during prohibition 
and took on new and vital life when 
prohibition was repealed. They con- 
trol the entire brewing industry. 

The question arose as to whether or 
not the drivers of the trucks belong- 
ing to the breweries should not belong 
to the teamsters' union and the execu- 
tive, council of the A..F. of L saig 
yese It caused a lot of bad feeling 
and some fights, and the problem has 
not been entirsly settled. If you 
ever discuss the matter of jurisdic- 
tion with trade union members, you 
will find that they have a most 
remarkable memory and can always go 
back to a date beyond any you can 
romember 

Tho best illustration of the 
powers of the individual international 
is the discussion that took place at 
Atlantic City in regard to Communists. 
Thorc was a movement on foot to make 
it illegal to haves Communist members 
in any union. It was defeated on the 
ground that unions have the right to 
run their own organizations. It was 
hold that it was not a function of 
the A.F. of L. to toll thom who their 
membership should consist except as 
provided in their chartors. 

There are four departments in the 
A.Fs of Le These grow.out- of the 
need for unification between the 
various crafts that were engaged in 
the same industrics. I have men- 
tioned the jurisdictional dispute at 
the Labor Department building - such 
jurisdictional disputes arisc fre- 
quently. To cope with such disputes 
the A.F. of L. has croated a building 











trades department to which the vari- - 


ous building crafts belong, on the 
theory that with their own organiza- 
tion and chairman these disputes 
could be settled within the family,. 
as it were. There is also a metal 
trades department and a railway 
department with which are affiliated 
those who work in the metal trades 
and railroads. There is also a 
fourth department, the label depart- 
ment, whose function is to spread 
the use of the union label. The 
metal trades department just a little 
over @ year ago acted for the first 
time as. representative of the 13 
unions which are affiliated with it, 
in making an agrecment with Ansconda 
Mining Company. The number of inde- 
pendent unions in each plant has boen 
the besis of objection to trade 
unionism by industrialists. They say 
that they are willing to deal with 
one person representing cll of tho 
workers but not with as many as 5 or 
10 or even 15 separate unions. Tho 
metal trades department insists that 
through the department system of 
negotiating you climinate the diffi- 
cultics to which employcrs object. 
About 14 years ago I.remember 
hearing a paper by a professor of 
economics at Columbia University in 
which he forecast that the american 
type of trade union would disappear 
or at least would be weakened in its 
functioning and that we would end up 
with a new type of organization which 
he called the company union. Theat 
was in 1921. He foresaw it as a new 
type of collective bargaining. He 
felt that this would be much more 
effective than the tyne of bargaining 


you get under the regular trade union. 


At that time there was a very defin- 
ite spurt in the development of this 
type of trade union organization. 

These organizations are sometimes 
called employce-cemployer relationship 
Plans. Sometimes they are called 
shop councils. The employers of tho 
country object very strenuously to 
calling them the "company unions", 
Irrespective of what thoy arc called, 
the fact romains that thore aro 


2h 


people in this country who feel that 
this type or organization is more 
effoctive in bringing about aimiexble 
labor relationships. We in the Depart- 
ment of Labor during the past year havo 
been very much interested in finding 
out the extent of such organizations. 
We mado a sc-ple study of something 
like 25,000 firms. We attempted to 
measure the oxtent of these unions, 
what thoy do, and where thoy are. In 
oddition to that, wo hevo.mado. ticid 
studies to visualize what no reee in 
the organizations themsolves, 

In the firms from which we received 
data, we find a very interesting situa~ 
tion. You find that something like a 
little less than one percent of all 
company unions in existence were started 
in 1900. Between 1900 and 1914 the 
growth was insignificant. During the 
War period the number greatly increased. 
A very large number of them, about 14 
percent of those in existence today, 
were started then, During 1920 and 
1922 a lot more were started, Between 
19235 and 1929 about six percent of all 
in existence were started. During 19350- 
1932 the numbor decreasod. Then camo 
the N.R.A. which outlawed company unions. 
Sixty-four percent of all in existence 
were started botween 1950 and 1935. 

In plants with less than 50 workers 
about 85 porcent of the firms deal with 
their workers individually, about 14 
percent with regular unions and loss than 
one perccnt with company unions. 

In plants varying from 100 to 199, 
workers’ individual bargaining bocomos 
less frequont and trade unionism gcts 
proportionatcly greater and the number 
of firms who dodal with thcir workers 
through company unions is insignificant. 
So we move on until we get to plants 
employing, say bcotwoen 200 and a thou- 
sand workers. The number doaling in- 
dividually gots lcss and trade union 
bargaining groise In other words, the 
average plant of loss than a thousand 
is the plant in which the trade unions 
arc concontrated in the largest numbers. 
4s tho plants grow largor, trade union 
bargaining gcts loss and less, but com- 
pany unionism grows. When you got to 
plants of 5,000 or ovr, about 55 


percent deal with their workers 
through company unions. 

What this means as to the future 
we don't know, but it doés mean this 
as to the present; you have a group 
of organizations that are doing 
specific things. I think some em- 
ployers honestly believe that they 
get better relations with their 
workers than by action through con- 
pany unions. By and large, most 
of these employee and employer plans 
do little along the lines of collec- 
tive bargaining. Some have a lot of 
the attributes of trade unionism, at 
least in the sense that they have 
written agreerients and have written 
records of agreements reached at 
meetings. On the other hand, by 
and large, very few of them deal with 


_ the past. 


questions of actual bargaining for 
the workers as a group. In half the 


_ cases they discuss these matters but 
in terms of actual coming to agresé- 


ments which are put down as a record 
for the worker to read or as a 
written agreement signed by both 
sides, that i3 not commoh. Very few 
have provisions for arbitration. 

In the past few months there has 
been a tendency on the part of dif- 
ferent company unions to get to- 


gether and make more or less uniform 


demands. This has not been true in 
It may be that this trend 
is the basis’ for.a new type of 
national organization which will 
eventually be taken over by the older 
trade union Crea ae and ab- 
sorbed into them. 


WHAT ARE ren ‘ADVANTAGES: AND: DISADVANTAGES OF 


Bo A 


ALTERNATIVES OF CAPITALISM? 


By 


Calvin B. Hoover 


Duke 


When I first studied under various 
_orofessors this question of the advan- 
tages and disadvantages of different 
economic systems, we analysed this 
system. which we call capitalism, and 
then we always compared with it cer- 
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take capitalism in the United States, 
as an existing system,and then consid- 
er its advantages and disadvantages in 
comparison with the existing alterna- 
tive systems, Communism, National 
Socialism and Fascism. 

















tain abstract systems such as anarch-~ Now, I am aware that a great many 
ism, communism and socialism. That of you may take exception to this kind 
is, Capitalism was a’ reality; it was ‘of analysis. It raises. such questions 
the system which wée‘had. The other as this: Is not Fascism in Italy sim- 
alternatives, socialism, anarchism, ply capitalism? Is not National 

and communism were treated as Bb Socialism in Germany simply capitalism 
stractions. also? I suppose a communist would ans- 


wer that they certainly are. A.commun- 
ist would say that National Socialism 
and Fascism are after all two differ- 


There is an Pious aifticnlty nies 
comparing an existing system with 
something that is only a figment of a 


mental process, and thet is what we ent names given to practically the 

were doing when we compared capital- same thing. A communist would further 
ism with other "isms"... At the pres- say that both represent a late and de- 
ent time, in making a comparison of cadent form of capitalism. Of course, 


different economic and social systems 
we have at least the practical advan- 
tage that it is oossible to compare 
the system which we have in the 
United States, namely capitalism, 
with other systems existing in the 


you can use words to mean whatever you 
like. So, it is verfectly possible to 
say that National Socialism or Fascism 
is a form of cavitalism, and in that 
case I would be ruled out of discus- 
sing these systems as alternatives to 


world which are not at least this capitalism. However, it is my own be- 
type of capitalism. That makes a lief that the kind of capitalism, if 
very great difference in the kind of it can be called that, which is in ex- 
analysis which one can make. In some jigstence in National Socialist Ger- 
respects, it is a very satisfactory many or in Fascist Italy is so greatly 


kind of analysis; in other respects, 
it introduces very considerable dif- 


different from our own system that it 
is perfectly vroper to consider both 


ficulties.: There arise’ questions of them as alternatives to this system 
such as these{i Is the Soviet system which we have in the United States, 

in Russia socialism, is it communism, just as truly as the system in Russia 
or is it analogous to some other kind is an alternative. 

of abstract system? The-same sort of I am not going to attempt definition 


or discuss at great length what the 
system which we have is. I have a 
series of adjectives which I ordinarily 
apply to it.. I say that we have 
laissez-faire, democratic, pvarliamen- 
tary capitalism in the United States, 
and I conceive of these adjectives 
which I have used as being fundamen- 
tally characteristic of this system. 
I know, right to begin with, that a 
very great exception will be taken to 


questions arise if we try to compare 
the capitalism which we have in the 
United States with National- Socialism 
in Germany, or with Fascism in Italy 
or with the new kind of economi¢ or- 
der which seems to be in the wrocess 
of development in Japan but to which 
no one has yet given a name which is 
generally current. 

What I am going to do is to lay 
abstraction almost entirely aside and 


these adjectives which I have used to.. 
qualify the term capitalism as it ex-”’ 
ists in this country. I am sure that 
a great many veovle would say that it 
is ridiculous to sveak of this as a 
system which is democratic; to speak 
of this as being laissez faire capi- 
talism when the assumption of competi- 
‘tive orices is becoming more and more 
- unreal; to call the system democratic 
when we know that the control of econ- 
omy is not exercised in a democratic 
fashion. 

It is quite natural that all these 
objections should be made. I should 
say, right to begin with, that when I 
say democratic I refer to the particu- 
lar kind of political system which 
happens to be associated with the éco- 
nomic system which we have in this 
country; I do not mean to say that the 
economy of cavitalism is democratic, 
for obviously it is nat. Let me say 
parenthetically that no doubt there 
will even be considerable objection to 
calling the volitical system demo- 
cratic, but after all, I believe that 
we all understand what "democratic" 
means and can agree that it is a term 
which is applicable to the nolitical 
system which goes along with canital- 
ism in the United States, at least if 
we placed quotation marks around the 
term "democratic". 

So, now to turn to one other as- 
pect of the comparison which I expect 
to make as to advantages and disad- 
vantages of alternative economic sys- 
tems. I am sure as I discuss them and 
as I point out some of the disadvan- 
tages which are common to communism 
and fascism and national socialism, 
the question which will at once arise 
in almost everyone's mind is this: 
Admitting that these are the other 
systems in existence in the world,does 
it necessarily follow that they are 
the only alternatives to capitalism? 

I can only say at this time, first, 
that Communism in Russia, Fascism in 
Italy, and National Socialism in Ger- 
many are actually in existence, and 
that all three came into existence 
through the seizure of power. We do 


not have any example whatever, on the 
other hand, of a system of socialism 
which has come into existence by peace- 
ful, parliamentary means. Now, I don't 
say certainly, of course, that social- 
ism could never come into éxistence by 
peaceful, parliamentary, and democratic 
means. On the basis of the evidence, 
however, it seems to me unlikely that 
this will happen. If one looks over 
the situation in the world at the 
present time, one finds that there is 
hardly any so-called socialist party 
in the world that is now energetically 
and insistently pushing a program of 
socialism which it actually expects to 
get put into action in the near future 
by peaceful, democratic, parliamentary 
means. There is a question, I suppose, 
of where socialism begins and where it 
leaves off. If we speculate on what 
would have havoened if the Labor Party 
in England had won the election in 
England few would suppose that the 
Labor Party would have immediately 
started to put a system of socialism 
into effect. It is quite possible 

that they would have done this or that 
which one might class as socialistic, 
but it is almost incredible that they 
would have started, under the present 
leadership of the Labor Party at any 
rate, to install a socialistic system. 
Whenever a so-called socialist varty 
gets within striking distance of power 
by peaceful, »varliamentary means, for 
one reason or another it seems always 
to abandon its socialism. This is not 
simply accidental and I wish I had time 
to explain fully why it seems inevitably 
to be so. 

It is natural during the period when 
the capitalistic system is getting along 
very well, such as during a period of 
boom and expansion, that such is not 
the time when a socialistic party can 
expect to expand its vote sufficiently 
to obtain control of. the organs of gov- 
ernment. On the other hand, however, 
when you are in a period of severe de- 
pression or collavse, either for purely 
economic reasons or on account of an 
unsuccessful war, that is the very time 
when there is a tremendous amount of 




















dissatisfaction and social and eco- 
nomic unrest, but that is also the 
time at which one or both of two 
things are true: Hither you develop 
@ radical movement and you cali it 
National Socialism, or Communism, or 
what not, which is determined to 
seize the power by violent means; or 
the socialist parties which advocate 
achieving socialism by veaceful, par- 
liamentary, and democratic means do 
not wish at such a time to assume re- 
sponsibility for the economic order 
and they consequently embrace some 
excuse for not accepting the task of 
governing the country. 

Turn now to the experience of Ger- 
many. The Social Democratic Party, 
which supposedly was a Marxian party, 
at the close of the war in 1918 when 
the government of Germany was deliv-, 
ered over to it, was not willing to 
take responsibility for trying to 
set up socialism at that time. It 
is very easy to understand why they 
did not. It can be very easily 
pointed out that at that time the 
Allies might have marched into Cer- 
many and imposed another government 
by force if there had been an at- 
tempt to set up socialism. It is 
easy to voint out that at that par- 
ticular time, Germany's economy was 
in a very bad shape on account of 
having gone through four years of 
war, with consequent difficulties in 
making replacements and repairs and 
taking care of depreciation etc., and 
that there was a shortage of almost 
all raw materials. These things can 
be offered as an explanation of why 
the Social Democratic Party did not 
choose to try to install socialism 
in Germany. There were, of course, 
other reasons as well which I cannot 
go into at this time, but the fact 
remains that they did not do it. 

During the years just before 
Hitler came to power, when the whole 
question of what was going to be 
done about the devression which 
Germany suffered arose in its most 
Critical form, although the Social 
Democrats did not then have the 


go 


opportunity to take power, it was 
still true, I think, that they would 
not have taken it if they had had the 
chance. Once more the leaders of the 
Social Democratic Party in Germany had 
a way of saying "Well, things are bad 
now. This was not a socialistic sys- 
tem that broke down; it was a capital- 
istic system that collapsed. It was 
the fault of the capitalists, let 

them fix it up, and after it is fixed 
up, maybe some day we will take it 
over, but not now when it is in such 
bad. condition", 

So much for the historical evidence. 
So much, which, of course, is quite 
inadequate but will perhaps serve for 
the moment. Likewise there is this: 
In a period of economic boom, of eco- 
nomic expansion, of prosperity, the 
porvulation in general cannot be ex- 
nected to vote and to support a change 
in the economic order. But even at 
the worst point in a devression you 
have a very large vrovortion of the 
population which has benefited from 
the capitalistic system; who do not 
suffer badly enough to make them de- 
sire to give up the system; who know 
that if the system does succeed in re- 
covering from the devression, that if 
and when recovery takes vlace they 
will certainly be far better off from 
their own personal standpoint than 
they would be under an alternative 
system such as socialism. There is a 
large enough group which benefits and 
has a considerable stake in the capi- 
talistic system and which is still 
strong enough even at the worst of 
the depression that it could hardly 
be expected that they would vrermit a 
change-over from a capitalistic sys- 
tem to a socialistic one by peaceful 
and varliamentary means. 

Now, to vroceed with a considera- 
tion of the advantages and disadvan- 
tages of alternative systems. I am 
going to begin by comparing the dis- 
advantages and advantages of all these 
grouped together, that is, I am going 
to say that there are certain advan- 
tages and disadvantages to be found in 
the Soviet System, Fascism, and 
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National Socialism, all lumped to- 
gether. There are some differences, 
it is true, between these three sys- 
tems, but there are a great many of 
the advantages and disadvantages as 
compared with capitalism which they 
have in common. Now, this is another 
place where I realize there will be a 
considerable difference of opinion. 
How is it possible to lump together 
for purposes of comparison systems 
which are as different.as communism 
on the one hand and National Social- 
ism and Fascism on the other? 

My answer in the first instance is 
that I do not think they are so dif- 
ferent as is commonly believed. While 
I would be the first to admit that 
there are striking differences be- 
tween them, yet in a fundamental way 
the resemblances are greater than the 
differences. The differences are, of 
course, ovvious and from certain 
points of view perhavs these differ- 
ences are so great as to set National 
Socialism and Fascism quite apart 
from Russian communism for purposes 
of comparison. I xnow that the con- 
trolling group in Russia is proleta- 
rian in origin to a far greater ex- 
tent than are the controlling groups 
in Germany and Italy, That does not 
mean merely that the fathers and 
mothers of the rulers of Russia were 
laborers. It means that a tremen- 
dous »oroportion of the present rulers 
were laborers themselves; that they 
were of immediate proletarian origin. 
There are, of course, well-known ex- 
ceptions to this, but the group that 
runs the machinery of the economic 
and political and social system in 
Russia is overwhelmingly proletarian. 
And there is not the slightest doubt 
that the change which took place from 
the old Russian system, the particu- 
lar system of capitalism which they 
had in Russia, over to communism was 
tremendously more painful to the 
middle class, the aristocracy and 
the veasantry than any change which 
might take place under National > 
Socialism, or Fascism, or any system 
similar to them. Now, 


I say, is so striking that from some 
points of view it would immediately 
set communism in Russia on one side, 
and on the other, National Socialism 
and Fascism. But I wonder whether the 
mere matter of origin makes so much 
difference? Some at least of the capi- 
talists in the United States are pro- 
letarian in origin. Of course you 
would naturally expect that the point 
of view of vroletarians who come at 
once into control of the government 

as proletarians, would be very differ- 
ent from that of proletarians who 
either immediately or through two or 
three generations evolved into cani- 
talists and came to control a capi- 
talist economy. Of that there can be 
no doubt whatever, yet I still return 
to my vrevious statement that the dif- 
ference in the origin of. the ruling 
class is of not so much difference; 
what really counts is how the power is 
actually exercised. 

Turning at last to the direct con- 
sideration of the advantages and dis- 
advantages, one of the first things 
which can be said of the possible al- 
ternatives to capitalism is thabdis- 
tribution in all these three systems 
seems to be more nearly on a basis 
both of function and of need than in 
the capitalist system. It is often 
said that under capitalism you have 
distribution according to ability, 
woile under communism you have dis- 
tribution according to need. Well, 
comparing this country with Soviet 
Russia, one would have to say that 
both statements are somewhat incor- 
rect. As far as Soviet Russia is Con 
cerned, distribution now is by no means 
wholly according to need. In Soviet 
Russia there are still marked differ- 
ences in wages, and not only wages and 
payments in money, which do not make 
so much difference in Russia, but in 
the allocation of apartments, in the 
right to dine in certain restaurants, 
the right to vossess a car, the right 
to subscribe to certain professional 
magazines, and in many other things 
which affect real income. These dif- 


that difference, ferences in income exist primarily on 


























account of difference in function. 
There is not, of. course, a‘compléte 
distribution according. to ability in 
that there is‘very definitely an up- 
ver limit in:bractice on the: amount 
that-a-man is allowed to’ earn. Late- 
ly, however, there has been a tenden- 
cy to permit fairly large ea arnings on 
the part of laborers, ages, and 
others.:' 

Now, in the United States’: ft 
true that we have to some extent dis- 
tribution of income according: to 


ability, but that is very strongly 
modified by ‘the fact that incéme de- 


nends not only upon ability and the 
Ooportunity to exercise that ability, 
but upon ownership of property. That 
is, if you have more stocks and bonds, * 
or more land, or any form of property 
than someone else, these increase your 

income quite without resard to what 
your ability hapoens to be. I sup- 
pose if your ability is small enough 
you may, of course, eve stuey lose 
the property unless it has been 


“properly tied up by a more far- 


sighted relative from whom you may 
have inherited it. As far as Soviet 
Russia-is concerned, however, distri- 
bution has been put on a basis of 
function or of need and property: has 
been put out of the picture. 

Now when we turn to Gerinany or 
Italy we do not have by any means 
such clear-cut distinction between 
oroperty income and functional in- 
come and there is by no means such a 
complete going over to the basis: of 
paying one according to the services 
rendered to the state. There is; 
however, a general aim that the-eco- 


‘nomic and social system’ should 


evolve toward a.condition in which © 
income is made to fit as nearly as 
possible service to the state. Ob- 
viously, you still have private vro- 
verty in Germany and Italy. Those 
vroperty rights, however, are con- 
siderably modified. A corporation 
in Germany is still allowed to earn 
profits, but if these profits are 
then taken by one means or another 
and used to finance re-armament or 
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for purposes of financing relief or for 
compulsory donations to the Nazi party 

or for an export subsidy, I admit that 

is far different from Communism, but it 
certainly is not old-fashioned capital- 
ism. 

It is a possible advantage that in 
a totalitarian state, such as the 
three I have used for vurposes of com- 
parison with our own, you have sup- 
vression of overt forms of the class 
struggle. I am not at all sure that is 
actually an advantage. Strikes, for 
example, are suppressed in Germany and 
Italy and Russia, but latent class 
bitterness is perhaps more bitter than 
ever. It is unchallengeable force which 
prevents its open expression. 

“It has frequently been said that in 
thesé totaliterien states there is a 
greater ‘olace for youth than in the 
capitalist system. As far as Russia 
is concerned, one can say that in a 
general way this is true. The country 
is being industrialized at a terrific 
pace and, as a consequence, there are 
a tremendous number of openings in 
which youth can find a olace. This is 
partly because Russia is passing from 
an agricultural form of development to 
an industrial form. Yet it is prob- 
ably true that the form of the economic 
system is mainly responsible for the 
lack of unemployment. 

Turning to Italy you find there a 
ereat. insistence on the importance of 
youth algo. ,One of the tremendous 
factors in developing National Social- 
ism in Germany as well, in building 
the great mass support which that move- 
ment attained, was the bitter hatred 
of youth against an economic order in 
which it was unable to find pvlaces in 
the professions for which it had been 
trained. National Socialism, for a. 
time at least, gave an outlet for the 
energies of youth. They could march. 
around and sing songs and beat up 
their antagonists and thus give ex- 
pression to patriotism and vent to 
pent-up emotions. Whether in the long 
run National Socialism has much to 
offer to youth, depends in a large 
measure on its economic guccess; 
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whether it succeeds in establishing 
itself as a going economic concern. 
Furthermore, I think that a casual 
observer of the system in Russia or 
Germany or Italy vets an exaggerated 
impression of the enthusiasm of youth 
for the different kinds of activities 
_ Which are put. on for their delecta- 
tion. It is perfectly true that for 
the first year, maybe, speeches about 
the glory of Russia, Italy, .and Ger- 
many; Stalin, Mussolini, and Hitler, 
may be thrilling, but listening to 
them month after month, they rather 
lose their ability to stir up en- 
thusiasm. There is a certain regi- 
mentationof the enthusiasm of youth 
in all these countries which is quite 
obvious. <A typical youth has to at- 
tend endless meetings in Soviet 
Russia and in Nazi Germany regardless 
of whether or not he feels any enthu- 
siasm about listening to the sveeches 
there. 

These are some of the advantages 
of the totalitarian system, if advan- 
tages they be. 

There is nothing new about the 
disadvantages. First, there is the 
suppression of individual liberty. In 
neither Germany nor Russia nor Italy 
is there freedom of speech, of the 
press, of assembly, of conscience, 

It may be argued that those are pure- 
ly bourgeois concepts. You may say 
that as far as the great mass of 
people are concerned such liberty has 
no reality. It may be argued that 
the only real liberties are economic 
ones; that from the standpoint of the 
great mass of people all kinds of 
freedom and liberties of this sort 
have very little importance. I do 
not think that is true. Just con- 
sider how well the great mass of the 
people like to serve in the army. 
Just the sense of being able to say 
the things which you happen to want 
to when you want to means something 
even to a man of the lowest income 
Class. This is not to argue that by 
contrast we have personal freedom in 
all parts of the United States for 
all people. It is perfectly true, 


too, that a man begins to worry, for 
example, about freedom of the press in 

a big way only after he has taken care 

of filling his stomach. Consequently, 

in some degree, these liberties are 

class liberties. No acceptable civil- 
ization can exist permanently, however, 

in absence of these varticular liberties. | 

Another kind of disadvantage of to- 
talitarian states is the inculcation 
of hatred in their citizens. In Soviet 
Russia it is not national hatred, but 
class hatred, whereas it is the former 
in Germany and Italy. From any point 
of view this is a most serious dis- 
advantage which needs little discussion. 

Come now to another type of disad- 
vantage or advantage which is in an 
entirely different category. How about 
the technical efficiency of these three 
orders - of capitalism as compared with 
that of the economic system in the 
Soviet Russia or in Germany or in 
italy? It ise veryrditficult tessive 
a simple and easy answer to this ques- 
tion. It is obvious that under capital- 
ism we have had an enormous technical 
development. We have developed a stan- 
dard of living which I suppose has 
never existed on such a wide-spread 
scale under any other system. Over 
against that we know that there are 
certain classes in all capitalistic 
countries that fare badly even in the 
best of times. It seems further to be 
characteristic of the capitalistic — 
system to have depressions during which 
a tremendously large number of the 
people suffer. 

When one considers the technical 
efficiency of Communism in Russia as 
compared to that of Capitalism in the 
United States, the answer is not at 
all easy because Russia has gone through 
several periods in which the material 
well-being of the people has undergone 
critical changes. There was the great 
famine of 1921. Hardly anyone could 
hold that strictly against the Commun- 
ist system because it happened to co- 
incide with the end of the civil war 
in Russia, which would have wrecked 
the country even if there had not 
been Communism. When I was in Russia 








aaa ees 








in 1930 which was, on the contrary, a 
time of extreme activity, it then 
seemed that if Russia succeeded in 
getting by that transition period 
things ought thereafter to go gener- 
ally uoward. Actually that vroved 
Mot to Pe true. Particularly in 1932 
there was a distinct downward move- 
ment and when I was in Russia in the 
first months of 1933 the shortage of 
food was almost catastrophic. Since 
then things have sot much better 
again. As yet certainly the Soviet 
system has not succeeded in attain- 
ing a standard of living comparable 
to that in any of the Western Euro- 
ocean countries or in the United 
States. Even so, we cannot forget 
that Russia was a thoroughly back- 
ward country and that such a compari- 
son is for most purposes unfair. We 
consequently have to lcave the ques- 
tion of relative advantage and dis- 
advantage in this unsatisfactory 
state. The question cannot yet be 
answered conclusively. We can look 
at the evidence and say that attain- 
ment comparable to that of capitalism 
certainly has not taken place. 
Whether it will happen in the future 
one cannot say. 

Turning to Nazism and Fascism, 
the situation is again not simple. 
Since National Socialism came into 
being, employment has tremendously 
increased. The great re-armament 
program, public works, and labor 
camps help to explain, perhaps com- 
pletely explain, increased employ- 
ment in Germany. When you come to 
the question of wages, I think it is 
true that the average wage has not 
risen since National Socialism came 
into power. Average real wages are 
Pertainly Lower. Still, I believe 
that for one reason or another the 
laboring population in Germany is 
Better off materially than if there 
had been no National Socialist 
regime, simply because so many more 
are employed. However, we do not 
know how long that will continue. We 


do not know how long Germany can stand 


the financial strain or how soon the 
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re-armament program will result ina 
war. And war is very probable. The 
likelihood of war is one of the most 
serious disadvantages of both 
National Socialism and Fascism. Fas- 
cist states seem to be founded ona 
kind of psychology that pushes stead- 
ily towards war. 

I have considered a lot of things 
which really cannot be satisfactorily 
compared on the level on which I have 
attempted them. In conclusion, there 
remains unanswered this question - 
how much can you change this system 
which we have, and still call it the 
capitalist system? Significant as it 
is, this question must remain un- 
answered due to lack of time. Whether 
or not we will be confronted ever in 
the United States by a real decision 
between the system which we have now, 
or some modification of it brought 
about by peaceful means short of so- 
ciolism, and a system such as those 
in Russia, Germany or Italy, depends 
primarily on whether capitalism will 
continue to work. If capitalism can 
avoid depressions and war which 
weaken the system to the point of 
collapse, then as a matter of per- 
sonal preference, I would choose the 
capitalist system. Supvosing that 
the choice is actually left in our 
hands and that certain imorovements 
can be made, it seems to me that the 
advantages of this system would be 
very much greater than the advantages 
of alternative systems. If capital- 
ism can cure itself of depressions 
and wars, however, the question of 
choice will likely remain an academic 
one. That, however, is 4 lange ‘it’. 
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BUSINESS CYCLE THEORY -- 


CAN DEFRESSICNS BE TEMPERED OR AVOIDED? 


By 


Jacob Viner 
University of Chicago 


My topic is the question as to 
whether there are means available 
whereby the severity of business 
fluctuations can be lessened. It 
is a topic certainly wide enough to 
give me plenty of room, although it 
may not be narrow enough to enable 
me to reach any particular destina- 
tion. To avoid confusion as to is- 
sues, I will rigorously restrict my 
interpretation of business fluctua~ 
tions to the svecial sense of fluc- 
tuations in the ratio of employed 
resources to employable resources 
willing te accept employment at pre- 
vailing rates of pay. In other 
words, I am not going to deal with 
the questions es to what can be done 
to eliminate fluctuations in money 
income, or in real income, or in pro- 
fits, or in wage rates, and will con- 
fine myself to this one general ques- 
tion: Are there ways of reducing the 
fluctuations in the ratio between em- 
ployed resources and employable 
resources? 

I cannot very well deal with 
the question of remedies without 
Saying something about my interpre- 
tation of the nature of the problem. 
For some reason or other, there seems 
to be an irresistible tendency among 
speakers on business cycle problems 
to resort to medical analogies, and 
I am going to do likewise. I will 
argue, from the analogy of cancer, 
that there is a predisposing element 
in. our present-day economic organi- 
zation, an element of cell structure, 
which is a necessary factor in con- 
tributing to fluctuations and that 
that structural element consists of 
price-rigidities; that the price ri- 
gidities themselves are not an ac- 
tive agent, but that their existence 
enables other factors of irritation 
or disturbance to produce fluctua- 
tions in the ratio of employed to 
employable resources, and that, more-— 


over, in the absence of price-rigid— 
ities substantial fluctuations in 
this ratio are inconceivable. All 
the theories of business cycles that 
I know anything about and that have 
in them an element of valid explana~ 
tion of the employment cycle take fo: 
granted tacitly or explicitly, or in- 
volve in some way or other, the ex- 
istence of price rigidities. 

I use "price-rigidity" to mean 
a failure of the prices of particula: 
commodities to move in the direction 
and degree necessary to clear the ma: 
ket without reduction of total output 
when demand in the Marshallian sense 
is falling for commodities in genera] 
I thus admittedly and deliberately ré 
duce my argument to a near—truism. 
But I do not concede that I thereby 
deprive it of significance. The mer, 
I read of the history of economic 
thought the more I become convinced 
that its progress has consisted larg: 
ly of the establishment for later 
generations as truisms of propositior 
which preceding generations either 
ignored, or disputed, or accepted 
without full recognition of their im 
plications. I am thus contending 
that if all prices were so flexible 
that adjustment to changes in demand 
would be made through price changes, 
and without involving changes in the 
total output of commodities in genera 
no productive resourced ip loyment 
would ever be involuntarily unemploy- 
ed, allowance being made for time 
lost in the shift of resources from 
one occupation to another, and for 
other such minor frictions. 

It is sometimes said, in con~ 
nection with the argument that per- 
fect flexibility of prices would 
guarantee complete employment, that 
the flexibility would under some 
circumstances have to extend to the 
point of negative prices, or of 
payments by the factors to the entre- 
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preneur instead of the other way round. 
This is not correct if unemployment is 
defined as I have in effect defined it, 
as inability to obtain desired employ- 
ment. At a negative, or even zero 
price, and for labor at positive prices 
if they are very much below the hith- 
erto customary rates, the resources 
would prefer unemployment as the less- 
er of two evils. This line of reason- 
ing does, however, serve to bring out 
the important point that what people 
desire is not merely full employment, 
but full employment at satisfying rates 
of remuneration, and that since there 
are circumstances under which both ob- 
jectives cannot simultaneously be at- 
tained there is always resistences of 
measures which would promote the 
fuller employment at some cost, real 

or apparent, to the level of remuner- 
ation per unit of employment. In other 
words, since certain price minima are 
regarded as good in themselves, unem~ 
ployment sometimes resuits from a more 
or less deliberate preference on the 
part of individual laborers or entre- 
preneurs, or labor leaders, or poli- 
ticians, of unemployment at high 
nominal rates of remuneration to em- 
ployment at low actual rates of re- 
muneration. 

I should also point out that 
occupational and regional immobility 
of the factors of production, an- 
other structural element in our e- 
conomy, makes the degree of price 
flexibility necessary to obtain one 
hundred per cent employment of re- 
sources greater than would other-— 
wise be necessary, and at the best 
introduces a time-lag between a 
change in conditions adverse to 
employment and full adjustment to 
such change. 

I concede, therefore, that the 
problems of the business cycle would 
not all be solved if there were com-— 
plete price flexibility, since while 
price flexibility would guarantee 
full employment it would not guar- 
antee satisfying -- or even toler- 
able -- rates of remuneration, 
absolute, or relative to what other 


factors were getting at the 

sane time or the same factors 

had been getting at some pre- 
vious time. But business cy- 

cle theorists have in the main, 
and I believe rightly, dealt 

with unemployment -- especially 
of labor -~ as the chief evil. 

of depressions, and I believe 

-- though I do not know how I 
could prove -- that with any- 
thing like an apvroach to per- 
fect flexibility of prices,) the 
changes in the real remuneration 
of important factors, both ab- 
solute and relative to other im-— 
portant factors, would be over 
the short cycles fairly moderate 
while employment remained approx? 
mately complete. If the fluctu-. 
ations in the volume of employ- 
ment could be eliminated from the | 
business cycle, it would still re- 
main a substantial evil, but its 
magnitude would not be of the 
tragic order which it has attain- 
ed in the present depression. 

Now, I claim -- and tiis 
perhops may present a basis for 
later attack to the gentlemen who 
are sharpening their stilettos at 
the side table -- I claim that 
every existent theory of the busi- 
ness cycle entitled to serious 
consideration involves as a vital 
underlying assumption that there 
is not a complete degree of price 
flexibility in the sense in which 
I have used the term. As a test, 
I will select from the many types 
of business cycle theory that are 
current, the two which at first 
sight seem most difficult to handle 
from this point of view. First is 
one which seems to introduce a 
quasi-physical element into the 
business cycle, the so-called law 
of acceleration of demend, so ably || 
explained by Professor J. M. Clark. 
Stated in its simplest terms, it 4 
reduces to the argument that if, 
for instance, the demand for a 
finished product increases in a 
particular year by 10 percent and 























if the depreciation rate of the 
equipment producing that commodity 
is 10 percent per annum, and if in 
the preceding year the existing e+ 
quipment was all in use, the amount 
of increase in that equipment re- 
quired in that year will be 100 per- 
cent, in other words, a hundred per- 
cent increase in the current output 


‘of producers! goods is required to 


provide for a 10 percent increase 
in the demand for consumers! goods, 
and conversely in case of a decline 
of demand for the consumers! goods. 
Take the illustration which 
Clark has used of locomotives. If 
the volume of traffic on the rail- 
roads falls in a particular year.by 
10 percent, the demand for new loco- 
motives can fall to zero if there 
had been a 10 oercent rate of de- 
preciation of locomotives, because 
by using the locomotives released 
from use by the 10 percent fall in 
traffic the necessity of replacing 
worn-out locomotives can be post-— 
poned for the time being. So, the 
10 percent fall in railway traffic 
would mean a 100 percent fall in 
the demand for new locomotives. 
But I would contend that to make 
this particular procedure the pro- 
fitable one for the railroad re~- 
quires the existence of sa complex 
set of price rigidities. Loco- 
motives tend to remain the same 
in price through boom snd depres- 
sion; they have a rigid price. 
There is no particular inducement, 
therefore, to the buyers of loco- 
motives to do their buying in a 
depression year rather than in a. 
boom year. Demand for locomotives 
comes from an industry whose own 
prices to the public are rigid, 
with the result that the cyclical 
fluctuation in its volume of traf- 
fic, and therefore in its need for 
locomotives, is further accentuated. 
Demand for freight services, in 


‘turn, has an accentuated cyclical 


pattern because the industries re- 
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quiring such services maintain rigid 
pricés for their own products. There 


are no relative differences in the 


fluctuations of demand as between 
goods of different order of anproach 
to the consumers! goods stage which 
would necessarily involve major re- 
lative differences in the physical 
output of such goods if there were a 
high degree of flexibility of the 
prices of various classes of goods. 
With perfect flexibility of prices, 
business fluctuations would take the 
form of relative fluctuntions in the 
prices of different classes of goods, 
and, to a lesser extent, in the out- 
nuts of different classes of goods, 
through transference of productive re- 
sources from one type or production to 
another, but would not involve major 
fluctuations in the employment of re- 
SOUrCceS. 

-If we.turn now to another class of 
cycle theory, the theories that are es- 
sentially monetary explanations of busi 
ness fluctuetions, we come into touch 
with a persistent conflict between two 
trends of economic thought, a conflict 
that cen be traced back to the period, 
so closely commarable to our own, fol- 
lowing the Napoleonic wars. There was 
formulated then the famous James Mill-d 
B. Say doctrine, which at a period wher 
severe depression and unemployment re- 
curred repeatedly after short inter- 
vals of prosperity, attempted to demon- 
strate the logical impossibility of the 
occurrence of such phenomena -- perhaps 
the outstanding case in the history of 
economic thought of the ivory-tower 
theorist demonstrating theoretically tk 
necessary persistence of sunshine while 
a storm was raging about the tower. 

That men of unquestioned ability 
should have been able to reach such a 
conclusion is not so extraordinary if 
we grant them that they were tacitly as 
suming that all prices were perfectly 
flexible, and such seems to have been 
the case. We must even restrain our 
astonishment thet they should have 
been able to keep so extreme an 
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assumption implicit, not only in their 
exposition, but apyarentiy also in 
their own thinking, for the identical 
performance has been repeated by at 
least one distinguished theorist dur- 
ing the present depression. 

At that early period, however, 
there already was a group of writers 
who replied to James Mill and his 
followers that there were important 
price rigidities, and that the doc- 
trine that any output, whatever its 
size, could always find a market and 
that therefore overproduction was im- 
possible rested on the contrary as- 
sumption that all prices were ade- 
quately flexible. Present-—day writers 
tend to credit Malthus with leadership 
in this connection. But not much more 
can be said for Malthus than that he 
saw that there was something wrong in 
the James Mill tyne of reasoning, as 
taken over by Ricardo and the younger 
Mill, but failed to identify just what 
the error was. It was the two Attwoods 
of Birmingham, Wheatley in his later 


writings, and even more obscure writers, 


who really exposed the fatal flaw in 
the James Mill doctrine. The subse- 
quent line of economists, unfortunately 
fended on the whole to follow James 
Mill rather than the Attwood version. 
All monetary theorics of the cy- 
cle explain the fluctuations in the 
volume of employment by fluctuations 
in the volume of use of money in mak- 
‘ing purchases of commodities. But if 
the prices of commodities and the 
prices of factors were perfectly flex- 
ible,.then whatever hannened to the 
volume, or velocity, of money, you 
might get cycles in price levels, you 
might get cycles in income measured in 
money, but you would not get cycles in 
ratio of employed to employable re- 
sources. All monetary theories, 
whether they are theories explaining 
the cycle or whether they are theor- 
ies as to monetary remedies for the cy- 
cle, involve either the assumption that 
there are no price rigidities, or the 
assumption that through manipulation 


a good many people, including econs 


of the suoply of money you can 
compensate for the effect of 
price rigidities. ’ 
Examination of the causes of 
price rigidities in our structure 
is an important preliminary to ex-“@I 
amination of the possibilities of % 
dealing with the problem of rigid- 
ities. Price rigidity is not ex— 
clusively a meoder® phenomenon. 
There is a tendency on the part of 










omists, to attribute to yesterday # 
origin of all phenomena which they 
themselves first noticed yesterday. 
I am not even sure that there has 
been any marked increase in recent 
years in the price-rigidity of our 
economic structure. The easy gen- 
eralizations to this effect which 
one constantly encounters are not 
based unon historical’ research, as 
far aS anpearences go, and some in- 
quiry I have made, though on a re- = 
stricted and tentative scale, sug- | 
gest that there is need for caut iong 
in accepting the common view. Thus 
the available price series for 
English commodities during the 
period 1800 to 1830, a period of 
disturbances in price levels com-— 
parable to those of the past thirt 
years, display to casual inspectio 
at least as much rigidity of parti- 
cular prices as prevails in the 
modern period. Studies of the 
trend of wage rates in England in 
the eighteenth century show rigid-— 
ities of the wage-structure which 
easily exceed the rigidities of 
wages under modern collective bar-— 
gaining. It may be possible to ex- 
plain away such historical data, 
but until this is successfully done; 
we had better accent with caution 
the current belief that price- 
rigidities, in kind or in degree, 
are a modern disease. But the 
causes of price rigidity have une 
doubtedly undergone change in the 
past century. The older price- 
rigidities were Ba PRGv ED Ey: attributabl 





in large nart to the force of cus- 
tom and to sluggish market mecha- 
nisms, factors which have since 
shrunk greatly in importance, where- 
as the modern price-rigidities are © 
obviously due in’ the main to other 
factors. Thouzh the causes of 
price-rigidities mey have changed, 
the consequences have not. 

These modern price-rigidities 
are, I sunnose, a manifestation of 
what the Marxian socialist calis 
the inherent contradications of 
capitalism, and the faithful Marx- 
ian, I presume, honefuliy believes 
that these vrice-rigidities are 
steadily getting worse, and will in 
due time produce that social and 
economic catastrophe out of whose 
wreckage the socialist millenium 
will be constructed. That the ri- 
gidities have been getting more 
serious is probably true, but it 
is conceivable that this has been 
due not to « decrease in the aver- 
age flexibility of vrices but to 
an increase in the importance for 
our economic life of the market and 
or market prices. 

The great bulk of our economy 
is controlled by the market and its 
prices, whereas in the eightcenth 
“century in England, and to even a 
greater degree in the early nine- 
teenth century in this country, a 
substantial portion of the national 
income came from home production on 
a self-sufficing or nesr self- 
sufficing basis and therefore large- 
ly independent of business fluctu- 
ations. Moreover, that large 
frection of the population which 
could provide the major part of its 
absolute necessities without re- 
course to purchases or sales in the 
market could also, in times of dis- 
tress, provide food and shelter and 
‘work for relatives who in the good 
years found their livelihood in the 
towns by working for wages or pro- 
ducing goods to sell. This safety- 
valve in times of depression has 
not yet wholly been lost in this 
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country, but its importance has 
greatly diminished. 
One cther factor may be operat- 


‘ing to make price-rigidities of 


given degree more ominous, and that 
is that the public's tolerance of 
imperfections in the working of our 
economic system may be decreasing. 
To be certain as to this, we will 
have to await another boom and 
severe depression -- when it may be 
too late to profit from the lesson. 
In any case, whether prico-rigid-— 
ities and their consequences are 
grewing in importance or not, I do 
not sunpose that enyone will dis- 
mute that the evil is a serious one, 
serious enougn <o justify anxiety 
that remedies for it be found, and 
be found quickly. 

In considering the causes of 
present-day vrice rigidities, cus- 
tom may be disregarded as not being 
very significant, unless we include 
under that’ classification the promi- 
nent item in the moral code of busi- 
ness which looks unon price stability 
as an economic virtue and price— 


‘cutting as the most heinous of eco- 


omic) sins.’ "Stability™ is often 
merely a eushemism for "rigidity," 
but so beneficient-sounding is the 
word stability that if you were to 
advocate stabilization of unemploy- 
ment it would take some persons a 
moment or two to realize that there 
was really not much to be said for 
that particular type of stability. 
It should be added, of course, that 
the hostility of business men to 


‘“mrice instability is really confined 


to a prejudice egainst downward 
movements of prices, and especially 
of the prices of the things which 
they heave for sale, and that busi- 
nessmen have even been known to act 
in concert in order to obtain an 
upward chenge in the prices of their 
particulsr products. The objection 
to price instability, therefore, has 


operated more as an obstacle to price- 


reductions than as a barrier to price 
increases, and has consequently been 
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more of an evil during de»ressions 
than during booms. Business men, 
moreover, can claim in defense of 
their resistance to price flexi- 
bility in a downward direction that 
government has often given moral sup- 
port to their attitude. 

It is in connection with wage 
rates, however, that the belief that 
reductions are always undesirable is 
most widespread and goes deepest, and 
. there are many persons, not all of 
them labor leaders, who seem to think 
that whatever ails mankind, whether 
it is a boom or a depression, an in- 
crease in wages can cure it. This 
belief operates as a usoful restraint 
during veriods of too ranid business 
expansion, but as an obstacle to wage 
reductions during a depression it con- 
tributes powerfully to intensify and 
prolong the depression. 

In this connection the new doc- 
trine that depressions can be lesscna- 
ou by the maintenance by artificial 
methods of "balance" or "parity" be- 
tween the prices of different classes 
of commodities at the levels prevail- 
ing during prosperous years threatens 
to produce new barriers to price—flexi- 
bility. Although there is no logical 
basis for this.doctrine, action in ac- 
cordance with it might conceivably 
operate beneficially if it took the 
form of pressure to break the most 
rigid prices. Since, however, it is 
not based on any economic principle 
which will withstand examination, its 
application is likely to follow the 
path of least resistance, namely, ar- 
tifically to maintain at or to restore 
to their prosperity levels ‘the nrices 
which if left alone would be Ylexible, 
thus universalizing price-rigidity in- 
stead of promoting orice-flexibility. 
Price-flexibility involves relative 
fluctuations in prices, and therefore 
flexibility in the ratios between 
prices, rather than flexibility in 
price levels as a whole. In.fact if 
all prices were flexible, price levels 
would be much more stable than if por- 
tions of the price-structure were rigid, 


since it is these rigidities which 
are responsible for the severe flu- 
ctuations in business activity 
which are in turn responsible for 
the severe fluctuations in price 
levels. 

A contributing factor to price- 
rigidity which does not receive the 
attention it merits is the general 
accounting practice of computing 
costs for all purposes on the aver-— 
age rather than the marginal or dif- 
ferential basis. Business men, for- 
tunately, do not always follow the 
advice of their accountants, but in- 
sofar as computations of cost enter 
into their determination cf prices 
and insofar as they do follow stan- 
dard accounting practice, they tend 
to increase their prices less during 
vrosperity, end to decrease their 
prices less during depression, than 
is to their own selfish interest. 

To illustrate the perverse operation 
of average-cost accounting, I will 
take a hypothetical example which is 
extreme but in principle fits count-— 
less realistic cases. Demand for a 
product falls; sales and output fall; 
the overhead costs, being fixed in 
the aggregate, rise per unit; aver- 
age cost therefore rises. On the 
principle that selling below cost is 
both unprofitable and immoral, price 
is raised. The volume of sales and 
of output thereunon falls still more, 
ana average cost rises still further. 
Therefore, the price is again raised, 
with si:nilar consequences. Finally, 
tne problem is solved by setting an 
infinite price and producing zern 
output. <A concrete illustration of 
action based on this logic and lead- 
ing in this direction, although not 
yet carried far enough to reach its 
logical goal, is to be. found in the 
recent history of railroad freight 
rates, with government as an important 
participating agent in this process 
of economic suicide. Traffic having 
fallen during the depression, the 
railroads demanded higher rates and 
got them, whereupon traffic fell 

















still further, and the railroads 
moved still closer toward bankrupt- 
ing themselves and their customers. 
Business stupidity, however, 
even when abetted by government and 
by the accounting profession, does 
net suffice to account for all of 
the injurious rigidity of prices 
which has manifested itself during 
this and previous depressions. In 
general there tends to be, or there 
Seems to be,low elasticity of demand 
for particular commodities, taken 
singly, especially in the short run. 
In non-technical language, a par- 
ticular industry has ordinarily 
little reason to supnose that if it 
reduces the price of its product, 
other prices remaining unaltered, 
volume of sales will increase suf- 
ficiently, and sufficiently quickly, 
to prevent its net income from 
falling. The gain from price-cut- 
ting that is important during a 
depression is not the gain to the 
price-cutting industry itself, but 
to other industries and their em- 
ployees. Even if business men 
realized this, they could still be 
expected to maintain their own 
prices, while hoping that other in- 
dustries would cut theirs. It would 
be to the mitual advantage of busi- 
nessmen, as well as to the country, 
if at the onset of a depression 
businessmen conspirsd to cut prices 
in concert but their conspiracies, 
whether during depression or boom, 
usually have the opposite orbdjective. 
Probably more important as a 
contributory factor to price-rigid- 
ity than the business mores against 
price-—cutting in this country, and 
certainly more important in coun- 
tries where the cartel form of busi- 
ness organization is legal and pre- 
valent, is monopolistic control of 
prices. A priori, it is not obvious 
that monopoly prices will be less 
flexible than competitive prices, 
Since flexibility of prices may be 
to the advantage of the monopolist. 
But the monopolist has even less 
belief in the profitability of price- 
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yeduction than the competitive pro- 
ducer, and, moreover, whether his 
price shall fall is, within limits, 
subject to his own decision, rather 
than imposed unon him by market condi- 
tions over which he has little or no 
control, as is the situation of .the 
truly competitive producer. Although 
exceptions -- few end partinl -- can 
be cited, the general situation tnere- 
fore is that the degree of price flex 
bility tends to vary inversely with 
the degree of monopoly control. 

In the recent economic litera- 
ture much emphasis has been placed on 
the tendency of competition to become 
imperfect as the size of the concerns 
in a particular industry grows and th 
number of concerns decreases, and of 
price-rigidity to result even if com- 
plete monopoly control of the industr, 
fails to develop. This emphasis on 
the tendency toward price-rigidity 
which results from even a partial 
approach toward monopoly scems to me, 
in fact, to be the chief useful pro- 
duct of the economic analysis of the 
problem of imperfect competition now 
under way on a wholesale scale, and 
the product would be even more serv- 
iceable if it were derived from anal- 
ysis of the actual price-behavior of 
actual industries in which price- 
making is dominated by one, or a few, 
firms ~~ rather then from fantastico 
ly abstract and unrealistic assump- 
tions as to the price—behavior of 
firms in such industries. The recent 
trend toward anti-size legislation, 
both federal and state, is perhaps 
also due in part to a vague recogni- 
tion of some sort of connection be- 
tween booms and depressions, on the 
one hand, snd imperfect coimetition 
on the other. But such logislation 

as has been passed or is being pro- 
posed is pitiably undiscriminating in. 
its nature, hitting size both where 
size promotes flexibility and where | 
it promotes rigidity of prices. Where 
size of concerns, is the result of the 
integration of successive stages of 
manufacture under single management, 
it promotes flexibility of price by 
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lessening the rigidity of costs to 
the individual producer. Where size 
of concerns is the result of the ex- 
tension of the range of »vroducts of 
individual concerns, it promotes flexi- 
bility of price during a depression 
by giving the price-cutter on one pro- 
duct some assurance that he will pro- 
fit not only from the increase in 
volume ,of sales of that product but 
also by the favorable repercussions 

on the volume of sales of other pro- 
ducts. Where size of concerns is the 
result of efficiency and low costs, it 
tends also to promote vrice flexibil- 
ity and maintenance of business ac- 
tivity because the financial strength 
of the concern better enables it to 
withstand the lag between price- 
reduction and incressed volume, and 
frees it from the necessity of defer- 
ring maintenance and renlacement ex- 
peaditures in order to remain liquid 
and solvent. It is therefore only 
Size measured by percentego of total 
output of varticular commodities con~ 
trolled by single concerns, and even 
such size only if due to mergers, pro- 
motions, and financiel operations 
rather than to growth from efficiency 
profits, which contributes substan— 
tially to price-rigidities, and thus 
to prolongation and intensification 
of depressions. 

Another factor of increasing im- 
portance contributing to price-rigid- 
ities is to be found in the expanding 
area of governmentally - regulated 
prices, in the past confined largely 
to public utilities but ih recent 
years spreading rapidly inte other 
fields of economic activity. Govern- 
ment regulation of prices, if govern- 
ments reasonably intelligent in their 
economic policies can be conceived of 
might serve as an instrument whereby 
price-flexibility is promoted. But 
government regulation in practice ov- 
erates to substitute rigidity for 
flexibility rather than the other way 
round. Tke Listory of public regu- 
lation of utility rates in this country 
can, it is true, be plausibly inter- 
preted as demonstrating a tendency of 


such regulation to make utility 
rates flexible. But unfortunately: 
insofar as such regulation has not 
operated to freeze utility rates, 
it has promoted, or at least sanc- 
tioned, a perverse flexibility, a 
type of fluctuation in rates well- 
designed only to guarantee bigger 
and better booms and depressions. 
First, the fair-return-~on- investment 
princi»sle, interpreted as giving the 
utilities a claim to a fair return 
each year, the level of return re- 
garded as fair being treated as con- 
stant and independent of the immedi- 
ately prevailing level of return to 
investments in other fields, and the 
dependence of net income on volume 
as well as on rates being overlook 
ed, operates to sunply public utili- 
ties with legally valid claims to 
increased rates during depressions, 
when such increases have seriously 
injurious effects on the economy as 
a whole, and to supply regulatory 
officials with legally persuasive 
claims for reductions in rates during 
booms, when such reductions tend 
further to stimulate the boom. 
Secondly, if enlightened nublic util- 
ity managements should recognize 
the possibility that rate reductions 
during a depression were in their 
own interest, they would neverthe- 
less hesitate to introduce them be- 
cause of their justifiable sceptic- 
ism that they would be permitted 
withcut protracted struggle to raise 
them again when business conditions 
improved. iy 

The barriers against internat— 
ional trade also overate indirectly 
to foster price-rigidities. The 
more restricted the area of potential 
competition, the easier it is for 
monopoly control of a market to es-— 
tablish itself through custom, prac-— 
tice, formal agreement, or concen- 
trated control of outout. The tar- 
iff shelters domestic monopolies 
against foreign competition. In the 
absence of international price agree- 
ments, even monopolistic industries 
would during depressions engage in 
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price-cutting in each other's mar- 
kets if not in'their own, but tar- 
iffs are obstacles to such whole- 
some activities. 

Finally, in the important 
range of what might be called gov- 
ernment prices -- taxes, fees, and 
other charges -- there is, at the 
best, rigidity of prices, and at 
the not infrequent worst, marked 
perverse flexibility of prices. 
Because the tax base shrinks during 
a depression, tax rates are then 
increased in order to maintain re- 
venue. Because the yield at con- 
Stant rates of direct taxes, and 
especially progressive income taxes, 
ordinarily has a more marked cycli- 
cal pattern than the yield of in- 
direct taxes, there is a tendency, 
moreover, to increased reliance for 
revenue during a depression unon 
the taxes most restrictive of out- 
put, such as sales taxes and speci- 
fic excise taxes. Thus in its rate 
changes and in its structural 
changes, the tax system tends to 
be so managed as to accentuate the 
cycle, and especially to accentu- 
ate its depression phase. 

I have deait so far only with 
price-rigidities as the character- 
istic of our economic structure 
which makes it susceptible to flu- 
ctuations in employment. With the 
active irritants which operate to 
exploit this susceptibility, I do 
not propose to deal systematically, 
partly because to do so would in- 
volve me in much more complex and 
much more controversial analysis, 
where I do net feel nearly as sure 
of my ground as in dealing with the 
causes and significance of price- 
rigidities, and partly because I 
am inclined to believe that, meager 
as are the prospects of successful 
concerted action to moderate the 
amplitude of the business cycle, 
the prospects seem more promising 
if the action were directed against 
price-rigidities than if they were 
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left untouched, and attempts were 
made to discover and control all 
the active factors, which, operat- 
ing upon these price-rigidities, 
produce the business cycle. 

I have no lack of faith in the 
possibility of finding effective 
remedies for severe fluctuations in 
the volume of employment. On the 
contrary, I believe that sufficient 
is already known to make possible a 
substantial aprroach te contimuous 
full employment of our productive - 
resources; and that the problem now 
lies more in getting the patient to 
take the medicine than in finding a 
helpful medicine. In a sense a com- 
plete remedy for unemployment has al- 
ways been availnble, but the disease 
has not seemed serious enough to war- 
rant so drastic a treatment. Aband- 
onment of the voluntaristic elements 
of our economy, and submissicn to 
management by central authorities 
with unlimited nower to allocate re- 
sources to tasks and to force them to 
execute such tasks, is in fect a 100 
percent cure for this problem, and 
probably the only complete cure. 

That it is an effective remedy we 
need not invoke the example of Soviet 
Russia to demonstrate, for its ad- 
equacy is being demonstrated currently 
in every American penitentiary, where 
unemployment cccurs only as the re- 
sult of gross mismanagement on the 
part of the officers. Most of us, I 
presume, are not yet prepared to re- 
gard the disease as bad enough to 
warrant resort to this remedy. Short 
of it, nothing like a complete cure 
is to be expected. The practical 
question is, are there means, short 
of an autocratically managed economy, 
whereby the amplitude of the fluc- 
tuations in the ratio of employed to 
employable resources can bo substan-— 
tially reduced? 

Assuming that the problem is to 
be attacked from the angle of price- 
rigidities, I see no hope that mech 
can be done through appeals to the 
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individual business man or labor 
leader, and I am convinced that im- 
provement can come only through : :- 
governmental action. What is re- 
quired, therefore, is, first,’ the 
conversion of government and of the 
voting public to the view that price- 
flexibility is not only desirable but 
is urgently necessary, and, second, 
such conversion having been obtained, 
to secure adoption of a legislative 
and administrative program well- 
designed to build price-flexibility 
into nur economic system. Both of 
these seem formidable tasks, and 
there”is little in the current flow 
of legislation and of popular dis- 
cussion which justifies expectations 
that substantial progress in these 
directions is being made. The pub- 
lic, in fact, has during the present 
depression acquired an intensified 
faith in the virtues of price- 
Pigiditvies and has obtained official 
blessing for procedures aiming at - 
increasing their degree and range. 
During the present depression gov- 
ernments here, and elsewhere, have 
probably done more directly to in- 
troduce new and to strengthen old 
price-rigidities -~- or perverse 
flexibilities -- in our economic 
structure than to promote price- 
flexibilities. Assuming for the 
moment that economists are agreed, 
or can be brought to agree, that 
price-rigidities are a vital pre- 
disposing factor to marked fluctu- 
ations in employment, and that the 
education of the economist himself 
is therefore not a serious probdlem, 
I still have pessimistic forebodings 
as to the possibility that the econ- 
omists could within, sy, the next 


decade or so thopoughly convert govern- 


ment and public to the same belief. 
But assuming that we are agreed 
as to the evil , and that we can per- 
suade the government that our advice 
is sound and can persuade the public 
to permit the government to follow 
our advice, what should be the pro- 
gram we should recommend to the gov- 
ernment whereby adequate price- 


flexibility could be secured? 


_ The first step would most ap- 
propriately be for the government 
to adjust its own operations to 
the business cycle, so that as far 
as possible they would be stabi- 


lizing in their influence and would 


at least. not operate themselves to 
increase its amplitude. Most im- 
portant, would be a reform of the 
fiscal procedure of our govern-— 
ments, state as well as federal, 
such that tax rates would be high 
and surpluses lerge during pros-— 
perity, and rates iow -- and per- 
haps deficits deliberAtely large 
-~— during depressions. During 
this depression we have had the | 
large deficits called for by this 
progrem, but there would be less 
cause for doubt as to their ef- 
ficacy in shortening and moderat— 
ing the depression if they were 
created in execution of a clearly-— 
defined policy adopted during a 
period of prosperity, so that 

they could not be mistaken for 

the routine manifestations of Tfi- 
nancial weakness. Depression 
deficits resulting from reductions 
in tax rates, moreover, would oro- 
bably be at least as effective as 
"yump primers," and much less a- 
larming to industry, than depres-— 
sion deficits resulting from in- 
creased and patently wasteful ex- 
penditures accompanied by unprece- 
dently burdensome taxes. Still 
better would be the accum lation 
of fiscal fat during prosperity, 


to be used up during depression in 


unemployment relief and in reduc-— 
ing taxes. To obtain such fiscal 
reform, government must be made 
"cycle-conscious" even when opti- 
mism prevails. 

On the general desirability 
of tariff reductions, economists 
are in the main agreed, although 
few other persons agree with them, 


and the economists themselves have 


given little attention to the re- 
lations between tariff policy and 


cyclical fluctuations. Unilateral 
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tariff reduction during 9 denression 


is an almost unknown phenomenon, 
and I am willing to concede, though 
an ardent free trader myself, that 
from a strictly national point of 
view a depression is the least de- 
Sirable of occasions upon which to 
reduce tariff rates unilaterally. 
Tariff reduction, however, is rare- 
ly popular under any circumstances, 
and few governments, whatever their 
2wn convictions, are willing to as- 
sume the political risks of such 
reduction at any time. 
made some fairly significant ges- 
tures toward tariff reduction in 
the midst of a severe depression 

is a striking phenomenon, and may 
justify hope as to the possibili- 
ties of further movement in this 
direction when prosperity returns. 
That Congress and the public have 
tolerated such action at such a 
time reveals incidentally how much 
greater is the influence on public 
opinion of a few able and courage- 
ous statesmen than the manifestos 
of several thousand economists and 
their secretaries. 

Our entire philesophy and 
practice of utility rate regulation 
needs reconsideration and revision 
in the light of its impact on the 
business cycle, so that it shall 
not operate to intensify, and per- 
haps shall even be made to contrib- 
ute something to the mederation of, 
the cycle. The obstacles to re- 
form are, however, in this as in 
other instances, of formidable pro- 
portions. Public utility regu- 
lation is the product of the slow 
accumulation through the years of 
laws, judicial decisions, and ad- 
ministrative rulings of 49 or more 
sets of authorities, subject to 
constitutional limitations operat- 
ing through interpretations whose 
changes, though they may occasion- 
ally be revolutionary, may also be 
in the wrong direction. There is 
no evidence in sight at the moment 


that the current trend of regulation 


indicates a growing recognition on 


That we have 
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the part of the courts or the pub- 

lic utilities themselves of the 

need for cyclical flexibility in 
utility rates. The few motions in 
this direction made by public utility 
commissions during the depression all 
scem to have encountered,from the vub- 
lic utilities and the courts, hostility 
as vigorous as it was unenlightened, 
and the federal government's handling 
of the railroad problem could not very 
well have been worse from the point of 
view of adjustment of rates to a de- 
pression situation, whatever may have 
been dtsimerits from 4 political point 
of view. 

I take it for granted that you 
will agree with me that businessmen 
will not voluntarily reduce their pric 
unless convinced that such reduction 
is in their particular and immediate 
interest. It is conceivable, however, 
that the structure of businéss may be 
so changed through legislative pressures 
asieither to prevent the businessman 
through competitive pressure from main- 
taining rigid prices during a depres- 
Sion, or to make price reductions less 
distasteful to him than they have been 
in the past. Direct action by the gov- 
ernment on particular prices is, out-— 
side the public utility field, probably 
legally out of the question, and is 
otherwise objectionable, since the risk 
that such action would be for purposes 
and in directions which would intensify 
the cycle problem appears all too great. 
The line of action for which there is 
most precedent in anti-monopoly legis»: 
lation has in the past had for its ob- 
jectives the protection of the consumer 
against exploitation and the small, in- 
dependent producers against unfair 
competition, and not the elimination 
or restriction of forms of business 
organization tending tn promote price- 
rigidity, although this last scems to 
mé a mich more important matter. If 
the legislation had been effective, 
however, in its stated aims, contri- 
bution to price-flexibility would have 
come aS an incidental by-product. The 
general verdict appears to be that the 
legislation was on the whole a failure. 
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But there is ground for the sus- 
picion that the failure was not in- 
cvitable, but was due in large part 
to the fact that excent at inter- 
vals when pudlic opinion was aroused 
the battle between the trusts and 
the #overnment has been largely a 
sham—battle, with snining rather 
than major hostilities, and with 
considerable fraternizing between 
the lines. 

The current anti-size legis- 
lation is perhaps to be interpreted 
as marking a revival of public and 
legislative hostility towards mo- 
nopolies, with size being taxen as 
a presumption of the existence of 
monopoly power more readily estsb- 
lished than logically more adequate 
stigmata of monopoly. If carried 
far enouzh so as to eliminate large- 
sized concerns over a wide range 
of industries, it would indirectly 
promote price-flexibility. But in 
ite farst.impaect, it seems to be 
hitting concerns which, in spite of 
their size, have operated to pro- 
mote rather than to restrict price- 
Glexibilitys. This is notabiy the 
situation in the cese of the chain-— 
stores, which whatever their de- 
rects, have in their pursuit of 
volume and their use of price as 
their main appeal for custom, hot 
only followed a flexible price 
policy themselves, but imposed it 
‘On their small-scale competitors, 
to whom it was hizhly unwelcome. 
Much of the animus against the 

chainstores, in fact, cones from 
their small-scale competitors who 
don't like their practice of cut- 
ting prices and mark-ups to meet a 
depression situation. If a legi- 
slative compaign against size is to 
be carried on, it seems urgent, 
from the point of view of price- 
flexibility, as well as from other 
considerations, that there be dis- 
crimination according to the nature 
of the industry and the role of the 
large concerns, therein as shown by 


by their past record. 

Even if it be granted, as I 
think it must, that private busi- 
ness -- or labor -— cannot be ex- 
pected to adopt of its own accord 
a policy of price-flexibility, a 
great deal would be accomplished if 
our governments in their own prices 
and in the prices over which they 
exercise direct control would adopt 
end execute such a policy. But sup- 
pose that this does not -~ as it un- 
doubtedly would not -- suffice to 
introduce as much price-flexibility 
into the economy as a whole as would 
be required if severe fluctuations 
in employment were to be eliminated, 
are there other governmental meas- 
ures available whereby the unemploy- 
ment -- or boom -- consequences of 
rigid prices could be offset-or tom 
pensated by deliberate action in the 
opposite direction? 

The possibilities which at once 
suegest themselves are predominantly 
in the field of monetary and credit 
control. Time does not permit my 
engaging in a comprehensive examina-— 
tion of the effectiveness of mone- 
tary measures in stabilizing em- 
ployment, and I must confine myself 
to a few general pronvositions stated, 
in the interest of brevity,more dag- 
natically than I hold them. Past 
experience offers little encourage- 
ment. With one class of exception, 
there is not on record as far as I 
«now any clear-cut case where unem-— 
ployment has been relieved for a sub- 
stantial period of time by monetary 
xpedients. The one class of excep- 
tion has received as definite a demon-— 
stration of efficacy in the last few 
years.as history ever provides. for 
economic experiments. Its limita- 
tions must not, however, be over- 
looked. During a period of. declining 
world price levels, a country which 
devalues its currency, or allows its 
exchange value to depreciate, can, 
if its action does not arouse retali- 
ation or- imitation by toon large a 
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portion of the outside world, chec?: 
the decline in its own price level 
and reduce the volume of its un- 
employment. Based largely on this 
experience, many economists have 
jumped to the conclusion that any 
country, by manipulating the ex- 
change v»lue of its currency can 
proximately maintain such price- 
-levels and such degrees of emmloyment 
of its resources as it desires. 
That there is no historical con- 
firmation of this may be due, of 
course, either to the absence of 
experiment or to the mismanage- 
ment of such experiments of this 
nature as have been engaged in. 

But there are weighty reasons for 
holding that exchange-manipulation 
of the metallic value of the cur- 
rency unit offers no solution for 
any country for which foreign trade 
is not a dominant element in its 
economy end which is important 
enough so that countries will pay 
serious attention to what it does. 
The success of England with ex- 
change—depreciation is similarly 
attributable to the facts that it 
was done suddenly, that a substan- 
tial portion of the rest of the 
world followed her, so that there 
continued to be stability in many 
of the sterling exchanges, and that 
after the abandonment by England of 
the gold standard, it was the ex- 
change value of the currencies not 
attached to sterling rather than 
of sterling whose depreciation 
could reasonably be anticipated. 

It is to be noted that once Englan 
had been off fcr a few weeks, it 
was sterling which was appreciating 
rather than the gold or goid- 
exchange currencies in terms of 
the world currencies as a whole. 
There is still no evidence ~~ and 
no adequate theoretical ground —- 
to support the view that a currency 
legally susceptible to monetary 
exchange depreciation and commonly 
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regarded (6 bé so in fact, is. an 
eid to fuller employment, except in 
the pathological case of a wild in- 
flation where the misdirection of 
the employment and the distortion 
from normal of the distribution of 
its products much more than offset 
as evils the advantage of full em 
ployment. 

It may be objected that it is 
inconsistent in the same breath to 
make a general plea for price—flexi- 
bility and to oppose the elimination 
of one of the most conspicuous of 
historical price-rigidities, namely, 
rigid exchange rates. But the price- 
Pigxibility which is béenericial is 
the flexipility of .the prices of 
particular commedities and services 
in response to changes in market 
conditions. Even here violent flu- 
ctuations of particular prices are 
neither desirable nor necessarily 
associated with complete flexibility 
of particular prices. The existence 
of give-and-take in all the detailed 
atoms in the price structure would, 
in operation, tend to reduce the ex- 
tent of the relative changes as be- 
tween classes of particular prices. 

A change in the average exchange- 
value of a currency in terms of out-— 
Side currencies is not analogous to 

a change in the relative price levels 
as between entire classes of prices, 
export and import, international and 
domestic, present sand anticipated 
future prices, and these changes can 
have an amplitude per unit of time 
without parallel in partial or 
national price levels under an inter- 
national standard even during major 
cyclical fluctuations. The felt risk 
of exchange depreciation tends to 
have either of two disastrous effects, 
first, flight to foreign currency or 
hoarding of cash with a view to 
flight abroad or to commodities at 
the proper time, when depreciation 
appears aS @ serious possibility but 
not yet a certainty, and, second, all 
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the phenomena of wild inflation when 
depreciation is prograssively under 

way and its continuance is regarded 

as certain or nesrly so. 

These objections to exchange- 
flexibility apnly in much smaller 
degree to a currency maneged with 
a view to stnrbility of some version 
or other of the national price level, 
Since the exchange-vealue of such a 
currency could depreciate greatly 
only when price levels abroad were 
falling substantially, and at such 
a time the stability of the foreign 
currencies would, as we have learnt, 
be regarded with some scepticism, so 
that the incentive to flee to them 
would not be grest. But assuming no 
general trend in world price—levels, 
the fluctuations in the exchange- 
value of the currency of the country 
with a stabilized price level would 
result in repeated booms and depres- 
sions in the unsheltered industries, 
and in protecting itself from general 
booms snd depressions resulting from 
general fluctuations in the world 
price-level, such country would 
render itself subject to a differ- 
ent and sufficiently serious se- 
quence of booms nnd depressions in 
the unsheltered industries, or those 
competing with foreign products 
either in the home) market or in 
export markets. This is intended 
not as a criticism of price-stabi- 
lization as a partial remedy for. 
employment fluctuations, but only 
as a criticism of price-stabiliza~ 
tion on other than an international 
basis, or, if on.a national basis, 
if carried beyond the limits set by 
rigid, or near-rigid, exchenge retes. 

As to the possibilities of sta- 
bilizing employment through a budge- 
tary policy geared appropriately to 
the problem of the cycle, I have al- 
ready said something. Much could be 
expected from this expedient if skill- 
fully administered by governments 
which saw to it that during pros- 


perity periods they acquired so strong 


a financial status that their depart-— 


ures frem "sound" fiscal policies 
during depressions did not make the 
investing public panic~-stricken, if 
the "brakes" anplied during expan- 
sion took the form of higher tax 
rates used to liquidate debt, and 

if the "pumo-priming" applied dur- 
ing depression took the form of un- 
employment relief =nd tax reduction. 
The maintenance of nublic confidence 
in the financial stability of sovern- 
ment is necessary to the successful 
execution of such a policy, and our 
recent experience indicates that it 
would be easier to maintain such 
confidence .if the policy were: ini= 
tiated during prosperity rather then 
during depression, and if it could 
ve clearly and rationally explain- 
ed and firmly established as a per- 
manent policy, rather than hastily 
adopted as an emergency expedient. 

Even with all of these measures 
vigorously employed and skillfully 
used, there woulc still be unem— 
ployment in the absence of some 
form of compulsory employment, if 
all prices were not flexible, and 
given important rigidities, and es- 
pecially collective bargaining with 
respect to wages, conducted, as it 
generally appears to be, without 
reletionship to the dependence of 
the amount ef employment available 
for lnbor on the wage rate, there 
would be important fluctuations in 
the volume of employment. While I 
would by no means vlead for con- 
tentment with obviously imperfect 
solutions, it seems the path of 
wisdom not to despise amelioriations 
and. improvement in our zeal for per- 
fection. 

I have not invoked the new 
magic wand in the field of economics 
by a touch from which, all economic 
evils, in a menner unspecified, can 
be made to disappear, namely, "cen- 
tral. economic planning." It is an 
ambiguous phrase, whose users do not 
disclose clearly enough at what 
point in the infinite range between 
a mythical laissez faire economy and 
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@ completely authoritarian state 
anarchy disappears and the "planned 
economy" replaces it. Interpreted 
literally, central economic plen- 
ning covers all governmental legis- 
lation on economic matters, since 
who would presume to suzgest that 
economic legislation is not "plan- 
ned," is not the product of thought 
about the needs of the national 
economy? Those who permit them- 
selves to be designated as advocates 
of more legislation and more govern- 
mental control than at the moment 
exists. In this sense, I do not 
know whether I am a central planner 
or not, since while I would support 
more (or different) legislation 

than we now have in the direction 

of credit control, budgetary manage- 
ment, and monopoly regulation, I 
would favor the repeal of much of 
our existing legislation which con- 
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tributes, though of course unin- 
tentionally, to the instability of 
employment. Government regulation 
of industry, and lots of it, we 

must nevertheless heve, even though 
some of it will inevitably turn out 
to be injurious in its effects.: -1t 
is, moreover, scarcely a matter of 
rational choice, since when the pub- 
lic is under economic stress it can- 
not be convinced that no legislative 
remecies are available. Our chief 
role as economists has been, and 
will continue to be, to contribute, 
by objective study, to the dis- 
covery of better remedies and better 
methods of administering them and 
perhaps an even more difficult task, 
to persuede legislators, administra- 
tors, and the voting public that we 
have a contribution of value to 

make in this field. 
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NCES OF OUR MONETARY FOLICY 


By 
Wesserman 


Director of Finance and Control 
Resettlement Administration 


It is necessary for me to 
state at the outset that the theory 
of money still remains one of the 
unsettled problems in economic theo- 
ry. Mr. Sarle told you thet econ- 
omists formerly thought they had 
discovered ‘the fundamentnl princi- 
ples of money. In the last few 
years, however, that attitude has 
beén changing and there is now oa 
division of opinion among students 
of the subject. I think it only 
fair that I state at the outset my 
own particular bias,.or point of 
view, ‘so that you will not make the 
mistake of. believing that my views 
are those of the, majority of econo- 
mists. 

Most economists strive for an 
idesl monetary system and on that 
particular point I think all are in 
‘agreement. All sconomists would 
like to see an ideal monetary sys- 
tem. The difference between econo- 
“Mists lies in the definition of 
the word "ideal". Now, as I-con- 
€eive it, an ideal bdunettetey system 
is one which is adapted to the 
economic pattern of the country 
which uses it; one which is in har- 
mony with the other institutions 
and custoris. This must be distin- 
guished from another ideal which 
sets down certain abstract, ideal, 
principles at which all monetary 
Systems should nim. So I regard a 
monetary system as an ideal one if 
it fits the circumstances whether 
or not it approaches any abstract 
principles of perfection. 

A second characteristic of my 
personal bias is this: The idea of 


a rigid and inflexible monetary sys- 


tem is one which has never anpealed 


to me. I favor flexibility 

against stability, preferring 

a system which changes and fluc-— 
tuates to meet. moving circun- 
stances to one with greater ele- 
ments of rigidity. It eS a ak aie 
spirit that the tonic, "Some Con- 
sequences of our Monetary. Policy", 
will develop the historical back- 
ground of our monetary policy. Were 
this not done some of the things . 
which the Government is attempting 
at the present time. might not be 
clear. 

Among early Federal monetary 
laws we. find in 1791 the establishment 
of the # 
This was..a Government bank destined 
to provide credit and to stabilize 
the monetary system. The bank was 
founded, organized,and given a twenty 
year charter. It did excellent work 
in stebilizing money and in providing 
credit but, in spite of this, the 
Charter was not renewed, upon its ex- 
piration,because the people did. not 
like that kind of bank. They did not 

want a sound and stable money, but a 
cheap money; a money which would be 
available geographically to larger 
parts of the country then any one 
bank could then make it. There we 
find an early expression of American 
Opinion on the subject of money. ‘This 
opinion wes definitely asainst a sta- 
bilized monetary system under the 
control of one Government bank. 

A second important act of mone-. 
tary legislation was that in 1792 when 
our monetary system was first estab- 
lished. We adopted a bimetallic sys- 
tem with a ratio of silver to gold of 
15 to 1. Since the merket ratio. was 
about 15% to 1 no gold coins were 
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made, and we were practically on a 
silver standard from 1792 until the 
ratio was changed in 1834 to 15s tol. 
But in 1834 the market ratio was about 
152 to 1. So after 1834 only gold was 
coined and for all practical purposes 
we have been on a gold standard ever 
Since that year. 

The second Bank of the United 
States was established in 1816. 

This bank attempted to do about the 
same thing the First bank did -- to 
give us a trustworthy money and to 
supervise the money which state 
banks issued. The supervision which 
it exercised over these banks made 
for a sounder currency. It was so 
successful at doing this that its 
charter was not renewed when it ex- 
pired in 1836. So again, the Ameri- 
can public had an opportunity to ex- 
press an opinion on money and it did 
so in favor of an unstable currency, 
of a wide geographical distribution 
of money, of a cheap money, and of a 
money which was not particularly 
sound. 

Another great landmark in our 
monetary history was the greenback 
period which began during the Civil 
War. The Government was faced with 
heavy expenditures; it could not bal- 
ance its budget and carry on the war. 
The people of those days thought thet 
the war should be pursued and so the 
Government had recourse to borrowing 
and finally issued paper money, known 
as greenbacks. Such large amounts of 
this paper money were issued that 
severe inflation resulted and the 
greenback dollar was at one time 
worth but 35¢ in gold. Thus the Civil 
War financial crisis was met by in- 
flating the currency. In 1863 the 
national banking system was estab- 
lished. The state banks had issued 
much irredeemable paper money and it 
was found that, given the crisis which 
the Civil War precipitated, it was 
necessary to have a sounder monetary 
system and at the same time provide a 
market for Government bonds. Conse- 


quently the national banking system 
was established and an end was put 
to the paper money issued by the 
state banks and a market found for 
government bonds. 

In 1873 we took a step towards 
the adoption of the gold standard. 
Since 1834 no silver dollars had been 
coined and consequently the monetary 
Act of 1873 did-not provide for then. 
Later while studying that law it was 
discovered that it failed to provide 
for silver dollars. There arose a 
hue and cry over the situation; 
people thought thot Congress had met 
secretly in private and done away 
with the silver dollar. This issue 
was made the center of much discussion 
and has gone down in history under 
the name of "Crime of '73". 

Following this, there arose in 
the west and south agitation for more 
and cheaper money. These sections of 
the country were not in sympathy with 
the gold standard because they needed 
credit and felt that it made money 
"tight". Under the gold standard, 
they thought, the industrial east 
could operate, but the agricultural 
south and middle west could not. A 
demand for silver money resulted be- 
cause it was the cheap money people 
wanted. This demand was logical and 
justified. There was apparently a 
lack of money and the credit facili- 
ties of the west and south were not 
sufficient to support their expand- 
ing economy. In response to this 
agitation two laws were voted, one 
in 1878 and the other in 1890, the 
Bland Allison Act and Sherman Silver 
Act, which served to increase the 
volume of money in circulation. Again 
the American public had the oppor- 
tunity to express itself on what it 
wanted in the way of money. 

In 1900 we adopted definitely 
the gold standard. In 1907, after 
the crisis of 1906, the National Mone- 
tary Commission was appointed. This 
Commission made an extensive study : 
of monetary and credit systems. In 














its report it recommended the estab- 
lishing of a central Government 
bank to control our banking system 
which had shown grave signs of weak- 
messin’ the crisis of 1906. "This 
report was followed by several 
years of debate and the legislation 
which ensued gave us, not a central 
bank, but the Federal Reserve Sys- 
tem. The people did not desire a 
central Government Bank and obtained 
in its stead a decentralized bank-~ 
ing system as embodied in the law 
of 1914. 

In 1916, it was found that, 
while industry was well provided 
with credit, agriculture was not, 
therefore, beginning in this year, 
a series of enactments provided for 
agricultural credit. In 1916 the 
Federal Farm Loan banks were estab- 
lished for long term farm credit, 
in 1923 the intermediate credit 
banks were founded for medium 
length credit, and in 1923 the Na- 
tional Agricultural Credit Corpora- 
tions were created, 

What does all this monetary 
history mean? It can be interpret- 
ed as signifying that the American 
people favor large quantities and 
wide distribution of money in pre- 
ference to monetary stability. It 
emphasizes this: That it has long 
been the American idea to oppose 
centralized monetary control. It 
reveals that experimentation has 
been the rule in our monetary sys~ 
tem; we have seldom adhered to 
abstract ideals. Situations have 
been met as they arose, but we did 
not plan for them in advance. 
Further, study of these enactments 
reveals that every piece of mone- 
tary legislation has been a com- 
promise: special groups and in- 
terests have frequently been favor- 
ed. Further, this country has 
wanted and has had an expanding 
monetary system; we have been add- 
ing more and more money to meet an 
expanding economic organization. 
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Qur system has been peculiarly Ameri- 
danj adapted to a country with a 
frontier. 

So much for the past. Now, what 
of the present? The depression 
brought sc much misery and stagnation 
that it became necessary to make some 
changes in our monetary institutions 
to meet the situation. We began on 
the 6th of March, 1933, with the bank 
holiday. Then some of the banks were 
reopened while the unstable and in- 
solvent banks remained closed. These 
acts did much to restore confidence. 
Then came the anti-~hoarding of gold 
law which was made necessary by the 
fear that gold would be withdrawn 
from the banks and the Treasury, put 
in private hands, thereby weakening 
the reserves of the system. 

Additional measures provided for 
the regulation of foreign trade in 
gold, and for the control of gold by 
the Secretary of the Treasury. A 
most important step was taken by the 
act which enabled the President to 
reduce the gold content of the dollar 
The Emergency Banking Act, voted on 
the 9th of March, 1933, provided for 
the deposit of gold, better banking, 
amore liquid currency, and the issue 
of more paper money in the form of 
national bank notes. Another law, 
known as the Thomas Amendment of 
May 12, 1933, permitted greenback 
paper money expansion and the acqui- 
sition of more silver. These laws 
were followed by the gold clause 


~ act, voted June 5, 1933, which 


rendered invalid the use of the gold 
clause in certain types of contracts. 
In the meantime the Reconstruction 
Finance Corporation was continuing 
its loans to banks which were made 
stronger by the acquisition of new 
funds. 

The Banking Act of 1933, voted 
on June 16, constituted an important 
piece of monetary legislation. This 
act provided for stronger control of 
the banking system and for a wider 
distribution of the benefits of the 
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Federal Reserve System. The law at- 
tempted, further, to improve the ad- 
ministration of the banks and’to en- 
‘large the open market operations of 
the Federal Reserve Board. It gave 
us the Federal Deposit Insurance Cor- 
poration, rendered more liquid the 
credit of member banks, and attempt- 
ed to divorce speculation from bank- 
ing operations. This legislation was 
followed by the Emprgency Farm Mort- 
gage Act of 1933 and the Farm Credit 
Act of 1933. which provided means of 
‘refinancing farm mortgages, estab- 
lished both. the Central Bank for Co- 
operatives and the Production Credit 
Corporations, and revised the Farm 
Credit Administration. This was 
followed by the crop loan amendments 
of February and March, 1934, The 
Home Owners! Loan Corporation was 
founded also in that year to provide 
credit for home owners. 

Title to all gold was vested in 
the United States and it was deter~ 
Mined that no currency was to be re- 
deemed in gold except gold certifi- 
cates owned by the Federal Reserve 
Banks. Further, all gold coinage 
was stopped and the gold coins in 
the Treasury were melted down into 
bars. The Secretary of the Treasury 
was authorized to buy and sell gold, 
deal in foreign exchange, and was 
given a two billion dollar stabili-- 


zation fund obtained from the "profit" 


realized by the devaluation of the 
gold dollar. 

On January 31, 1934, the weight 
of the gold dollar was further re- 
duced to 15 5/21 gr. of gold, 9/10ths 
fine, fixing its value at 59 percent 
of the former standard. Further 
acts, executive orders, and procla-— 
mations provided for the coinage of 
more silver, the printing of ad- 
.ditional silver certificates, and 
it was finally decided that, of the 
total monetary stock of the United 
States, at least 26 percent should 
consist of silver. The traffic in 
Silver was subjected to regulation 


Similar to that controlling the 
traffic in gold. Another law which 
deserves mention here was the Securi- 
ties Exchange Commission Act. Inso- 
far as there is a tie-up between 
banks and securities trading, one 
cannot. improve banking without regu- 
lating stock exchange operations as 
well.. 

On August 23 the Banking Act of 
1935 became law. This Act represents 
the most fundamental revision of the 
Federal Reserve Act since its adoption. 
Among the improvements in our bank- 
ing system which this Act obtains may 
be mentioned; the concentration of 
responsibility for a national credit 
policy with the governing board of 
the Federal Reserve system, a new and 
broader open market operations policy, 
improved rules governing discount 
rates and reserve requirements, wider 
lending powers, a liberalization of 
the provisions under which National 
Banks are permitted to make real es- 
tate loans. The Act reorganized the 
Federal Reserve Board and made im— 
portant administrative changes in the 
Reserve Banks themselves. It clari- 
fied much banking practice which had 
been obscured in the past and con- 
stitutes, on the whole, a step for- 
ward in the long fight for a more 
centralized and efficient control 
over the banking system. 

Why were all these laws, 
tive orders, and proclamations 
necessary? We would have come out 
of the depression with a changed 
monetary and banking system whether 
we voted laws or not. They would 
have changed by the force of circum- 
stances. The point at issue was this; 
Were we going to allow these things 
to change by fortuitous circumstances 
or were we going to regulate and 
guide the changes? The Government 
wisely decided to guide the process. 
The banking system operated until the 
depression came, when the defects 
stood out in relief. Its most im 
portant weakness was the credit system 


execu- 











Which was too frequently managed 
for private profit without proper 
safeguards of the public interest 
resulting in the use of much credit 


for speculation rather than for pro- 


duction. It was evident that we had 
an unequal distribution of credit 
facilities and were running the 
risk of losing our gold supply. 
Further, it was felt that the price 
level was too low to permit the 
satisfactory operation of agricul- 
ture, industry, and trade. 

What are the consequences of 
the new legislation? First let us 
make this point: Our present prac- 
tice is in keeping with our past 
monetary policy. We have not plan- 
ned for money any more than we have 
planned for anything else, heaving 
been satisfied to meet situations 
as they arose. Further, we have 
hed, during the last few years, an 
inflationary monetary policy. We 
have attempted to issue more money; 
to make credit more readily avail- 
able, and to raise prices and lower 
exchange rates by devaluating the 
gold dollar. These measures have 
not, to an appreciable extent, re- 
sulted in the phenomena commonly 
associated with inflation. Prices 


have hot shown the expected increase, 


Speculation has not developed, and 
there has been no great export 
boom. Currency inflation, like a 
vaccination, may or may not "take", 
Those who were responsible for the 
devaluation of the dollar hoped, I 
believe, that prices would rise 
materially. They were, in the main, 
disappointed because economic life, 
especially the purchasing power of 
the public, was so depressed that 
it could not sustain a marked in- 
flationary movement. When economic 
life resumes its normal tempo there 
is the possibility that these 


measures may bring some inflationary 


results and that we will be faced 
then with a rapid rise in prices, 
It would appear that we are 
committed to some form of managed 
money comprising increased super 
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vision and control over the system. 
The long struggle which we have had 
to obtain greater control has been 
aided by this depression legislation. 
Some critics have said that we have 
always had control and supervision 
over money exercised by bankers and 
that the new legislation merely tran- 
sferred the control from the bankers 
to politicians. They use the word 
"politician" in a derogatory sense 

as a means of casting discredit on 
the new control. It is doubtless true 
that bankers have controlled credit 
in the past and that the new legis- 
lation does provide for control by 
"politicians", This may be a good 
thing nevertheless, because, whatever 
we may say about the politician, he 
is at least responsible to people and 
the banker is responsible only to his 
own conscience. 

One of the potential results of 
this legislation lies in a better 
distribution of money. The credit 
system has been broadened in favor 
of the small man and has been made 
more helpful to farmers and the 
owners of small homes. Monetary in- 
stability was accentuated by the 
changes, and again I emphasize this 
point; That monetary instability has 
long been the American policy. Those 
who talk about stable money talk 
about something we have seldom had 
in this country, something the people 
as a whole have never wanted. Stable 
money is after all inadvisable ina 
changing economic life. The present 
monetary solutions have been cone 
promise measures in keeping,again, 
with the historical American policy. 
We have been experimenting with money 
and will doubtless continue to do so. 

It is difficult to forecast what 
will happen to our monetary policy in 
the near future. Should we adopt a 
gold, gold bullion, or gold exchange 
standard? I would advise the aban- 
Gonment of the usual gold standard 
and the adoption of a form of the gold 
exchange standard which should render 
it easier to manage money in the in- 
terests of the public. Under the 
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gold exchange standard we could use 
gold for purposes of. foreign trade 
and paper for domestic circulation. 
The volume and nature of the domestic 


paper money would be subject to con- 
trol and the institution of money 
made to serve the interests of the 
people and brought to vary with the 
exigencies of a changing economic life. 
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THE LESSONS OF GERMAN EXPERIENCE WITH UNEMPLOYMENT RELTSE 


By 


Dr. Eveline M. Burns 
Columbia University, 


New York City. 


German experience in the field 
of unemployment relief is of spe- 
cial interest to America for sev- 
eral reasons. In the first place, 
Germany has experimented with a 
great variety of methods of deal- 
ing with the unemployed, and thus 
presents the opportunity for 
studying not merely the effective- 
ness of any one methoc, but also 
the problems of integrating sev- 


eral simultanecusly operating sys- . 
tems. In the second place, Germany 


is a federal country and the Ger- 
man experience, therefore, throws 
more light on the problems to be 
faced when the government attempts 
to provide security for unemployed 
people than does the much more 
familiar English experience. 
Finally, unemployment in Germany 
has been long continued and severe, 
and the particularly difficult 
problem of what to do with the 
more or less permanently unemployed 
has been present in an acute form. 
From the German experience, we may 
thus hope for some light on what 
we should attempt in handling our 
-own chronic unemployment problem. 

First of all, however, it is 
well to remind ourselves of the 
basic problems presented by the 
attempt to provide security to 
those who are unemployed. There 
are two fundamental questions to 
be answered. They are simple to 
state, but, unfortunately, extreme- 
ly difficult to answer. The first 
is to decide what kinds of benefits 
and how much of any given type of 
benefit to give to unemployed 
people, and under what conditions 
those benefits are to be made 


available to them. This is prin- 
cipally a question of social 
values. How generous do the rest 
of us want to be to the people who 
have no income because they can find 
no job and who are dependent for 
their purchasing power on what 
they can earn? In what form are 
we to give the relief? Shall we | 
give it in a cash payment that 
provides nothing more than main- 
tenance? Shall we give it in the 
form of jobs? If the latter, are 
those to be jobs similar to the 
ordinary jobs given by the private 
employer, or shall they be sub ject 
to certain special conditions? 
If there is to be more than one 
type of benefit existing simulta- 
neously and if people are to be 
selected by reference to more than 
one criterion, how is the line 
to be drawn between those different 
types of benefits and different 
groups of people who may get them? 
Are we to pick out certain people 
for preferential treatment because 
they have paid contributions toan 
unemployment insurance plan in 
the past, or are we to limit this 
sedurity in some other way? 

' Nor is this problem merely 
one of social generosity. It raises 
also the question of how far we 
can give certain kinds of benefits 
without unduly interfering with 
the operation of our economic 
system. Our present system is 
operated on the principle of induce- 
ments, or to use an uglier word, CO- 
ercion, as a method of getting 
people to cooperate in production. 
Those who own no praerty can 
secure income only if they can 
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sell their labor. . They can find a 
market for their labor only if they 
are prepared to accept the wages 
that the market offers. If they 
stand out for unreasonably high 
wages, they are subject to pressure, 
in the form of absence of income, to 
reduce their asking prices. Under 
such a system, any guarantee of. in- 
come during unemployment enables 
people to hold out longer. 

To admit that in euarantee ing 
income to the unemployed sociéty is 
running a risk of postponing desir- 
able price readjustments is not to 
say that such a guarantee is a bad 
thing. Wage reductions are by no 
means always the only remedy for 
unemployment. And many people feel 
that the suffering involved in an 
attempt to apply the principle of 
coercion in an extreme form is too 
high a price to pay for 100 percent 
efficiency of adjustment in our. 
economic order. The real quesvion, 
therefore, is not whether we shall 
run the risk at all, but the ex- 
tent to which we are prepared to do 
SO. 

The problem of selecting the 
right type and amount and duration 
of benefits is thus the first 
problem of an unemployment, relief 
system. The second basis problem 
is financial. How is the money to 
be raised? Specifically, how is 
the cost to be distributed between 
different social classes and differ- 
ent governmental units? If. the 
federal government is to contribute 
out of general taxation, at what 
point in the program can that con- 
tribution most usefully be made? 

That again is partly a matter 
of social judgements. If it Ys held 
desirable that certain kinds: of people 
should pay for their own security, 
the unemployment relief system will 
be financed by taxes expected to fall 
on these people. On the other hand, 
it is partly a matter of the expected 
economic consequences of different 


kinds of taxes. A tax on payrolls 


‘may be approved because of its an- 


ticipated effects on employers' stab- 
ilizing activities, or disapproved 
because of its anticipated effect 
upon business enterprise. 

These two problems, concerning 
the form and conditions of benefit, 
and the methods of financing, face 
any attempt to deal in a logical 
way with the problem of unemployment 
relief. It is well to note that the 
two ‘questions are not absolutely dis- 
tindt oy ae preferential benefits or 
unemployment insurance are to be 
limited to people who have paid taxes 
in the past (on the ground that people 
should only get what they have paid 
for in whole or in part) the finan- 
cial problem is at least in part auto- 
matically answered. But they are not 
absolutely tied together, and one of 
the points I shall make is that they 
should not be so regarded. 

Now, may ‘I turn to the situation 


in Germany between 1927 when the main 


lines of the existing system were 

laid down, and 1933? Beyond that date 
it becomes a little difficult to be 
either objective or scientific about 
what has happened. In the period sire 
the war, Germany has experienced a 
very severe unemployment problem, The 
unemployed’ rose to three million in 


‘1930, four million in 1931, five and 


five-tenths millions in 1932, and over 
six millions in the spring of 1982 
and again in the spring of 1933. 
With a working population of around 
nineteen to twenty millions, such 
severe unemployment presents a problem 
of maintenance that woulghave taxed 
the resources. of any community. 

| The’ German nethod has been to 
develop three kinds of unemployment 
relief. First of all, an unemployment 
insurance system was instituted in 
1927, somewhat similar to the kind 
of unemployment insurance 6r compensa- 
tion visualized in theSocial Security 
Act. It is a method whereby employers 
and workers pay contributions to a 














central fund and, when they are un- 
employed, workers who have been 
paying contributions for a certain 
period in the past become entitled 
to unemployment benefits. Such 
unemployment relief differs from 
other types because in order to 

get it, people do not have to pass 
a means test, proving that, they are 
in need. They obtain it merely 

by reference to the fact that they 
contributed in the past. But they 
obtain it only for a limited period 
of time. The benefits depended 
upon the wages that had been earned 
in the past. Workers were divided 
into a number of wage groups. 
Originally there were cleven groups 
of people and for each of these 
groups a different rate of benefit 
was fixed. The plan was to be 
financed entirely by contributions 
from employers and workers. . 

Now it is obvious that such a 
system will not cover everybody. 

It leaves out of account, first of 
all, all the people who are not 
covered by the insurance plan. In 
Germany, the coverage of the insu- 
rance system was very wide. it 
originally included practically all 
wage earners earning less than a 
certain sum of money which brought 
in all the manual and most of the 
non-manual wage earners. But even 
so, the coverage was not 100 per- 
cent, and in 1933 agricultural 
workers and domestic servants 

were cut out. ; 

The second group falling out- 
side the insurance system were the 
people who had exhausted their 
right to insurance benefits. Lt is 
of the essence of the social insu- 
rance means of providing these 
benefits that a limit is fixed to 
the obligations of the insurance 
fund. In Germany insurance benefits 
were originally paid for twenty-six 
and, subsequently, for twenty weeks. 
Those out of work beyond this period 
had to be cared for in some other 


way. One further group of pemle 
was excluded from insurance; 
namely, the people who had been 
working in the past in insur- 
able trades, but not fora long 
enough period of time to have 
accumulated the. necessary insur- 
ance contributions. = In a 

long period of chronic unemp 1 oy— 
ment, the numbér of people who can 
satisfy the so-called contribu- 
tory qualification tends steadily 
to @ecline. Finally, in a sys- 
tem of this nature where the amount 
of the benefit is adjusted to the 
wages that people have received 
in the past, workers who have 
large families and who are in 

the lower wage classes will not 
be able to live on 50 or 70 per- 
cent of their earnings, which 

is all that they were allowed under 
the unemployment insurance plan. 
There was, thus, need for a sup- 
plementary relief system. 

' The German solution was to 
build wp a second method of 
dealing with the unemployed, the 
so-called emergency relief sys- 
tem, under which people were care 
for when they had exhausted their 
insurance benefit. It was paid 
under different conditions and 
financed by different principles. 
People could only get Emergency 
benefit if they were in need, 
and certain kinds of workers such 
as agricultural workers and a few 
other groups were not permitted 
to claim it. The money for 
Emergency benefit was put up by 
the federal government to the e x- 
tent of four-fifths and by the 
local municipal authorities to the 
extent of one-fifth. Later, the 
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a worker's claim to be an insured 
person only if he has been making 
contributions for not less thana 
given number of weeks in a previous 
defined period. 


oO 
O: 


local authorities were entirely re- 
leved. of their responsibility. 

Even so, some people were left 
out because Emergency benefit 
also was paid for a limited period. 
In Germany, the residual system 
was the traditional means of relief 
of destitute people; namely, the. 
public welfare system. This,. too, 
had its own conditions for benefit, 
and it applied a more stringent 
means test than that of Emergency 
Relief. It was financed originally 
entirely by the local authorities 
with some State aid, but subsequent- 
ly the federal government partici- 
pated also. 

Such was the German system 
after 1927. Originally it was quite 
logically conceivéd: a first line 
of defense paying benefits as a 
right to selected groups; a second 
line of defense, financed very large- 
ly by the federal government, payig 
benefits to insured workers in need, 
and only the people who were not cared 
for by either of these systems would 
call on the local authorities for 
asSistance under the public welfare 
system. 

Does this structure provide a 
model that we should follow? How far 
did it reveal certain weaknesses? 

If I talk in the main about the 
weaknesses rather than the achieve- 
ments, it is because the achieve- 
ments in that system were of a very 
broad general nature whereas the 
weaknesses reveal certain specific 
problems which we should do well to 
bear in mind when we are considering 
America's tremendous relief problem. 
The achievement of the system was the 
fact that in spite of the tremen- 
dous unemployment problem, Germany 
experienced up to 1933 no serious 
decline in the general level of 
health of the population. It may 

be objected that this is a very low 
standard to adopt. I do not think 
it is when the nature of the country 


we are considering is recalled. 

It is true that the standard of 
living of the unemoloyed was not 

high; towards the end of the period 

it was miserably low, but so also was 
the general level of wages. The stan- 
dards of unemployment relief could 
not have been raised very much as 

that would have reduced to a dangerous 
degree the differential between wages 
and relief. But careful investiga-— 
tions by a number of doctors suggest 
that at any rate until the end of 
1932 Germany had come through that 
tremendous period of depression with 
a surprisingly small impairment 
of the general public health. 
is the more striking when it is 
remembered that the children whom 

the doctors had been studying 

were the children of the war genere- 
tion who had no time to recover 

from the effects of the general war 
situation, and the blockade, 

before they experienced the infla- 
tion period, and but a few years 

of moderate prosperity elapsed before 
the present period of severe unem- 
ployment. Thus, the heavy unemploy— 
ment occurred at the end of practically 
fiftean years of intense economic 
depression and impairment of the 
necessities of life, 

You do not find, in looking 
through the records in Germany, 
tales of personal suffering and de- 
gradation such as we discover in 
the Senate hearings on unemployment 
in this country in 1931 and 1932, or 
in the various State Commissions! re- 
ports on unemployment before the 
Federal government took a hand in 
the matter. We must never forget 
this achievement however much we 
may criticize the details of the 
German system. . 

What conclusions seem to emerge 
from a study of the unemployment 
relief methods adopted in Germany? 
First of all, I suggest, the in- 
evitability of an integrated approach 
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to the problem of unemployment 
relief, and the undesirability 

of picking out one group of the un- 
employed for special treatment and 
concentrating on the insurance .sys- 
tem that is to take care of them to 
the exclusion of the problem of the 
residual unemployed. Secondly, . 
the German experience points to the 
inevitability of federal participa- 
tion to a very. large degree in the 
financing of an-integrated unem-.. 
ployment relief system. A third. 
lesson is the inadequacy of a.pro-. 
gram. which thinks merely in terms 


of maintenance as the vital problem . 


of unemployment relief without pay- 
ing attention also to the necessity. 
of giving people status..in. the com 
munity, of giving them some thing to 
do as well as giving them something 
to keep them barely alive. .But on. 
the other hand, the German experien- 
ce suggests some of the very. real 
difficulties, of attempting to solve. 
the problem by.a large works. pro- 
gram. 1 propose to develop each of 
these points. 

You will recall ake the Ger- 
man plan built around the unemp loy- 
ment insurance system as the first. 
line of. defense. The insurance. 
system was to be financed on a self- 
sustaining basis, solely out of the 
yield of wage and payroll taxes with 
no permanent contribution from 
general taxation. If at the same 
time there is rigid adherence to . 
the view that the program must be 
"actuarially sound" i.e. that 
income mist balance out-go, the 
ole that such a system can play in 
the total relief picture will, depend 
on the amount of money. that canbe . 
thus collected from employers. and | 
workers, And it is extremely | im- 


probable that this role will exactly. 


coincide with the scope of an. insur- 
_ ance system which one. would arrive © 
at if one considered the matter 
from the angle of benefits and asked 
instead what was the proper part to 
be played in a total relief set-un 
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by benefits of any given type. 
Certainly there was no such coinci- 
dence in Germany. ; 
Contributions to the insurance 
fund, which had begun at 3 peréent 
were finally increased. to 6 percent, 
shared between employers and workers. 
It was believed impossible to collect 
more.in. view of the other taxes paid 
by employers and. workers to finance 
other. social. insurance programs. 
At first the Federal government 
loaned money to the Fund in the 
belief that the crisis was temporary 
but after 1930 the loans were can- 
celled and thereafter the insurance 
system had to stand on its own feet. 
With growing unemployment a balance 
of the fund was then achieved by 
cutting down expenditure. Benefits 
were reduced in amount and duration, 
conditions for receipt were tight- 
ened, certain classes of workers 
were excluded. The only result 
was to throw more andmore people 
on to the other parts of the relief 
system until in the fall of 1932 tt 
insurance system was providing 
for less than 12 percent of all 
the unemployed, whereas in 1929 
it had been providing for 74.2 
percent. a 
But, unfortunately, much the 
same thing happened in regard to the 
emergency. system, which you will 
recall had been introduced in 
1927 in the hope of removing from 
the local authorities the residual 
relief burden. This emergency sys 
tem was financed to the extent of 
four-fifths by the federal govern- 
ment. In.practice, however, the 
part which it payed in the total 
relief situation was limited bemuse 
of the unwillingness of the federal 
government to shoulder so heavy 
a relief burden. In consequence, 
it limited the classes of people 
who could obtain emergency relief. 
It first limited its payment to 
certain employments and to speci- 
fied areas in Germany, and, above 
all, it fixed a Limit to the dura- 


tion for which this kind of unemploy- 
ment relief. could be paid. After 
October 1931, the total duration 
of Insurance and Emergency Relief 
was limited to fifty-eight weeks. 
At first sight this seems a long 
period of guaranteed benefit, but 
one of the surprising facts that 
emerges froma study of the German 
experience is that in a long-con- 
tinued depression, even so generous. 
a benefit period fails to take care 
of the needs of a large proportion 
of the unemployed. With ah inten- 
sifying depression, an ever larger 
proportion of the total unemployed 
tends to become composed of per- 
sons who are out of work for several 
years... This is, of course, partly | 
because the longer a man is out of 
work, the less is his chance of se 
curing reemployment. Employers 
prefer to take on men who are still 
familiar with the habits of work and 
who have not lost their skills. 
Because, therefore, of the 
federal government's unwilling- 
ness to carry the responsibility 
of maintaining the long-period un- 
employed on Emergency Relief, more 
and more of these people had to turn 
to the public welfare system for 
maintenance. At the end of 1931 the 
local authorities were thus carry- 
ing almost half, and in later years, 
more than half of the burden of 
maintaining all the unemployed in 
Germany. 


This was a highly unsatisfactory 


arrangement, ‘+t was unsatisfactory 
because the taxing and borrowing 
powers of the local authorities 

were by no means as elastic and as 
appropriate for depression finan- 
cing as those of the Federal govern- 
ment. Thus, in a period of depres 
dion, an increasing burden fell upon 
a fiscal system that was peculiar- 
ly ill-equipped to carry it, and 

the local authorities were com- 
pelled to exhaust every possible 

tax resource, and these were very 
Limited. They had no control over 


the rates of the income tax, which 
were controlled by the Reich and a 


proportion only of the tax was handed 


over to the local authorities. The 
latter were limited to taxes on 
industry, taxes on local property 
and taxes on beer and other luxury 
expenditures. But, in a period of 
depression, these are not very pro- 
ductive taxes, especially in just 
those areas where unemployment is 
most severe. The industry taxes 


‘had also a depressing effect on 


general business enterprise, and 

the yield fell far short of what 

was required to provide relief for — 
millions of people. So the local 
authorities did what all govern- 
ments do when faced with a finan- 
cial crisis. They tried to borrow. 
Their ordinary berrowing powers were 
limited, and so they borrowed in all 
kinds of ways; from their school 
teachers and their employees by 

not paying their salaries, from con- 
tractors by not paying bills when 
they fell due, from the States, 
because they collected certain taxes 
on behalf of the States and they 
refused to hand over the money, and 
from the federal government by hold- 
ing back their share of the costs 

of Emergency Relief. 

This was obviously a demorali- 
zing fiscal situation. Local morale 
and responsibility may be destroyed 
just as effectively by driving local 
authorities to resort to desperate 
measures to finance an impossible 
burden, as by removing from them 
any financial responsibility at all. 
In the end, of course, economic 
pressure prevailed. The fedéral 
government was compelled to give 
financial assistance to the local 
authorities to save them from bank- 
ruptcy and to avoid political reac- 
tions from unemployed people whose 
benefits were being cut down. But 
because of its previous emphasis 
upon local responsibility for main- 
taining the unemployed, it found 


itself in a very unfortunate position. 
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When it tried to lay down the con- 
ditions under which the money was 
to be spent, it was attacked for 
interfering with local initiative: 
and self-government in the field 
that had hitherto been reserved 
solely for the communes. Until 
1933, when tne advent of the Nazi 
government greatly weakened the 
status of the local self-govern- 
ing units in every respect, the 
federal government was placed in 
a position of having to provide a 
large amount of the funds for an 
unemployment relief system in 
which, however, it possessed very 
Little control over the levels of 
benefit and conditions under which 
‘benefit should be given. This 


problem has still not been complete- 


ly solved. 
- - Mere were also many undesir- 
able consequences to the unemployed 
arising out of a three_fold system, 
each of which was financed on a 
different principle. The nature 
of benefits given by each of the 
three systems came to be determined 
not by reference to any rational 
criterion, but solely by reference 
to the desire of the authority 
financially responsible, to save 
money. Thus, the pressure on the 
local authorities led them to cut 
the benefit rates in those areas 
where unemployment was most severe. 
But these were precisely the areas 
where the need for relatively gene- 
rous benefits was greatest since 
it would be in thesd areas that the 
largest proportion of long-period 
unemployed were to be found. 
Another consequence of con- 
‘centrating the costs of residual 
unemployment on the local author- 
ities was to compel them to econ- 
omize in other directions. It was 
unfortunate that the major respon- 
sibility for the subsidiary social 
services (local public health 
servYices, services to children 
and mothers, hospital services and 


services in the schools) lay 
with the local authorities rather 
than with the federal government. 
Once again, therefore, in just 
those areas where the need was 
greatest, the pressure to economize 
was also at a maximun, and these sq- 
vices were curtailed, which, in a 
period of depression, should have 
expanded. 

Moreover, the heavy burden 
of residual relief made the local 
authorities extremely unwilling 
toparticipate in any efforts made 
by the federal government to develop, 
by the offer of a subsidy, a work- 
creation program. In Germany 4s 
well as in other countries, 
initiative in developing such 
projects lay mainly with the local 
authorities, but work relief, being 
more expensive than other forms 
of relief, was avoided by them on 
the whole, as being something they 
could not afford to carry at a t ine 
when they were straining their re- 
sources to the utmost. ‘Thus, just 
when a big work relief program was 
most needed to maintain morale, 
(namely at a time when the long- 
period unemployed reached a maxi- 
man), the nature of the threefold 
unemployment relief system tended 
to discourage its development. 

Determination of the scope 
and nature of the benefits of each 
of the three systems solely by 
reference to the pressures on the 
authority responsible for finan- 
cing them, in time destroyed any 
logical relationship between them. 
After 1932, a worker could very 
properly ask wherein lay the advan- 
tage of, and justification Ox, (ei 
separate insurance system. It gave 
him benefits as a right only for 
six weeks, after which he had 0 
submit to a means test. The amoun t 
of the benefit for many wage classes 
was cut so much that he received 
less as an insurance claimant than 
he would have received from public 
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welfare, and in addition he 
had to pay a wage tax in order 
to get it. 

Finally, from the administra- 
tive viewpoint, the German system 
after 1930 proved very unsatisfac- 
tory. Where certain types of ben- 
efit were identified with federal 
or local financing, the question 
of whether a person should be 
given welfare relief or emergency 
relief came to be a question of 
what benefits should be paid by 
the local authorities and what by 
the Reich. People were selected 
for work relief not by reference 
to whether they were most in need 
of that particular type of assis- 
tance, but largely by reference to 
who was responsible for financing 
them. Each responsible authority 
tried to push the unemployed on 
to the account of the other. 

The third lesson that emerges 
in the German experience is the 
necessity of planning for an un- 
employment relief program that wil 
provide people with something more 
than mere maintenance. To those 
of you who are at all familiar 
with the German literature, this 
may sound a surprising statement. 
You will recall the fact that the 
insurance system contained always 
@ provision for giving subsidies 
to public and to non-profit—making 
private employers to encourage 
them to give work to unemployed 
workers. The money for this emer- 
gency work was drawn from the un- 
employment insurance fund and the 
payment per worker roughly equaled 
the money that the insurance sys- 
them would save by not having to 
pay further benefits to these 
workers. You may further recall 
that in 1926, 1930, 1932 and 1933, 
special work-creation. programs 
were carried through by the govern- 
ment in the hope of stimulating 
these emergency work projects and 
putting in operation special public 
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works. It is also true that from 

1931 onwards a special institution, 

the Voluntary Labor Service, was 
brought into being to care for young 
unemployed workers in a way that 

closely resembles our own Civilian 
Conservation Corps methods. Finally, 4 
from 1933. onwards, the Land Helper 
system, whereby young unemployed 
workers were placed with peasants 

on their farms, was introduced in 
order, among other things, to give 
employment. opportunity to the young 
unemployed. 

In spite of these many institu- 
tions and ingenious attempts to ; 
encourage their expansion, the peo- 
ple assisted by work relief or 
allied projects have at no time ex- 
ceeded 20% of the total unemployed. 
Even that percentage was reacned 
only in 1933 to 1934 as a result of 
the Nazi Work-creation program. 
Throughout most of the period that 
I am considering, the people enjoy- 
ing work relief have seldom amounted 
to more than 10% of the total un- 
employed and often to very much less 
than that. 

No observer in Germany could 
have failed to realize the grave 
weaknesses of a plan which cmcen- 
trated so largely on maintenance. A 
large part of Hitler's initial popu- 
larity with the workers, ande spe- 
cially the young, was due tohis 
understanding of the fact that the 
average man in the street desired 
employment opportunity as well as main- 
tenance. It is significant that in 
1933 his most popular slogan was, 
"Arbeit und Brot" (work and bread). 
Not a high standard of living, you 
will note, but emphasis on having sone - 
thing to do. Hitler was not alone 
in realizing the shortcomings of a 
relief program that concentrated. on 
maintenance. From 1930 onwards, 
social workers, relief administra- 
tors and most of the political parties 
were greatly concerned with this 
problem They pointed again and again 














to the demoralizing effects of 
long-period!employment. Workers 
wno had nothing to do for one or 
more years began to feel critical 
of an economic order wnich denied 
them an opportunity to work and. 
which made them feel that they had 
no status. The inevitable psycho- 
logical reaction was to develop a 
hostility to the existing economic 
order. 
In asking why, in spite of this 
general awareness of the problem 
and-in spite of the. existence of 

sO many ingenious attempts to 
provide work, so little was infact 
accomplished, we may, I think, 

learn something from Germany's 
experience of the real difficulties 
of a relief program that attempts 

to provide jobs rather than cash 
doles. - 

In the first place, it was 
discovered that in order to meet 
the needs of unemployed workers 
these projects mist be real jobs, 
as workers normally understand 
the word. Before 1927 and again 
in 1933, attempts were made to 
develop projects for which the 
unemployed received a sum of money 
which was very little above their 
ordinary unemployment allowance. — 
This arrangement was found to be 
very unsatisfactory. It looked to 
workers as if it was merely a 
"made work" project devised to test 
their willingness to work rather 
than to provide them with a real 
job. Because the jobs meant so 
little to them they were not afraid 
of slacking since the penalty of 
being "fired" was so slight. ‘The 
public authorities for whom they 
worked found the enforcement of 
discipline very difficult for this 
reason. As a result, it was deci- 
ded that in future, such jobs 
were to be made as nearly as pos- 
sible like "real jobs" in the 
matter of conditions of work and. 
remuneration. 

In the second place, it soon 
became evident that this kind of 
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relief is much more costly than 
one which limits itself to cash 
payments to unemployed workers. 
It is not merely that materials 
and supervision have to be 
provided, but also, as I have 
just pointed out, the money pay- 
ment to be made to each unem- 
ployed man is necessarily greater 
if the objectives of the program 
are to be achieved. This extra 
cost is a real difficulty because ~ 
the need for this expenditure is 
#reatest when the country is 

most depressed and when thereis 
likely to be. most criticism of 
the government for spending money. 
In addition, it is obvious that 
if this money is to be raised by 
additional taxation, any good 
that is done by the work program 
may be offset by the harm to busi- 
ness resulting from the new taxes. 
Almost inevitably, therefore, a 
work-creation program of signifi- 
cant proportions in a period of 
depression calls for a prepared- 
ness on the part of the govern- 
ment to adopt a policy of monetary 
expansion. But such a policy was 
politically almost impossible 

for any German government after 
the inflation period. Again and 
again the proposals for a large 
program of this nature were aban- 
doned becausd no government dared 
run the risk of disturbing public 
confidence by embarking on a 
monetary policy which might be 
interpreted as leading to infla- 
tion. 

In the third place, the 
failure to provide anything like 
a work program for any significant 
proportion of the unemployed 
was certainly not attributable to 
a shortage of projects. From the 
engineering and social point of 
view, there-were always plenty 
of projects that could be under- 
taken with great advantage to the 
country as a whole. The diffi- 
culty lay rather in the nature 
of these projects. In Germany, 


as elsewhere, the work creation | 
program had to be adapted to the 


‘conditions of a capitalistic 


society. ne projects had to be 
of a nature that would not inter- 
fere with private business, but at 


the same time they had to be "econom- 


ically valuable". In addition, in 
order not to weaken the sdnse of 
local responsibility, it was re- 
quired that any projects undertaken 
should be additional to anything 
that would otherwise be carried 
out. At first, the federal govern- 
ment tried to develop projects 
through the agency of local author- 
ities and non-profit-making organ- 
izations, but this policy was not 
very successful. The kinds of 
projects that did hot comoete with 
private enterprise and were also 
economically valuable were in the 
main those yielding a return over 
a long period of time, or projects 
which necessarily fell in the cate- 
gory of social luxuries (additional 
playgrounds, swimming pools, muni- 
cipal amisements). Unfortunately, 
in a period of depression, it is 
politically difficult fora hard- 
pressed local authority to justi- 
fy expenditures on projects of 

this nature. At the time when 

they werd cutting down ordinary 
expenditure (reducing calaries 

and numbers of school teachers, 
librarians and social workers) it 
did not seem very reasonable to the 
local authorities to be asked to 
spend additional money on projects 
which tied up capital for a long 
period of time and which were, 
relatively speaking, luxuries. 

As.a result of this basic diffi- 
culty, the Federal government was 
compelled in time to adopt much 
less rigid restrictions concerning 
the type of work that could be 
carried out as a work project, and 
in 1933, even began to pay money to 
the local authorities to develop as 
work projects certain activities 


which under normal circumstances 
they would have been expected to 
carry themselves as part of their 
regular functions. 

_. Finally, many unexpected 
technical difficulties were expe- 
rienced in attempting to put through 
a large works program. Projects of 
permanent value, which did not 
compete with existing private enter- 
prise, are, as I have said, almost 
inevitably capital investment. pro- 
jects bringing a réturn over a long 
period of time and very frequently 
incapable of completion within one 
year. But owing to budgetary 
requirements the federal government” 
was unable to make money available 
on more than a year-to-year basis. 
Thus, the local authorities and 
other organizations were frequently 
put in a position of starting a 
project calling for heavy e xpendi- 
ture over several years, with no 
certainty that in the following finan 
cial year, the Reichstag would vote 
the necessary appropriatims. The 
result was that many of them refused 
to undertake such serious commitments. 
It was finally found necessary to 
set up a semi-independent corporation, 
the so-ealled Oeffa, or public works 
corporation, which was given entire 
charge of the work-creation program 
and had its own income, in orden 
that it could finance these long- 
run projedts and avoid the difficul- 
ties of uncertain yearly appro- 
priations. 

German experience also threw 
considerable light on the most 
effective type of stimulus to be 
adopted when the government tries 
to encourage a work-creation plan. 
It was at first thought that it 
would be sufficient to offer money 
to the local authorities in the 
form of loans on easy terms, but 
in view of the serious financial 
situation experienced by these 
authorities, to which I referred 
earlier in this lecture, such a 











stimulus was far from adequate. 
The federal government finally 
realized that if it wanted to en- 
courage this kind of . program, it 
would have to be prepared to pro- 
vide the greater part of the money 
itself, and by way of an outright 
subsidy rather than a repayable 
‘loan. In its attempt. to put 
through a large work program, the 
German Government even experiment- 
ed with subsidies to private pro- 
ducers, especially from 1932 on- 
wards. Here, too, some interesting 
results were obtained. It was 
found that certain kinds of sub- 
sidies were very effective, but at 
the disadvantage of interfering 
quite considerably with the rela- 
tive competitive position of other : 
non-subsidised employers. But, 

it was also found that, statisti- 
cally speaking, generows subsidies 
to private employers were more 
effective than subsidies to public 
authorities. This was especially 
the case when the subsidies were 
paid to people such as house owners 
for repairs and rebuilding and 
other persons employing labor 

for making products that were to 
be enjoyed by the owner himself 
rather than sold for profit on the 
open market. 

If we now consider the German 
experience as a whole, it is, I 
think, not difficult to see that 
certain rather broad lessons of 
importance to us in America can | 
be drawn. In the first place 
when we are considering our relief 
problem as a whole, it looks as if 
the first step should be to decide 
the questions connected with the 
form of benefits and conditions 
for receiving them. We must deter 
mine how generous we intend to be 
to those who are out of em loy- 
ment, and if we are to give more 
than one kind of benefit, we must 
try to make these available to 
different classes of unemployed 
people on some logically defensible 
basis. ’ 
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If, we propose to make the right 
to certain kinds of benefits 
dependent on the past payment of 
contributions, we must make sure 
that such benefits are definitely 
superior to those that can be 
obtained by workers who have paid 
no, contributions. If we discover 
that benefits in the form of jobs 
are more costly and raise more 
difficult administrative problems, 
we should do well to limit the 
opportunity to such benefits to 
those cases where they will do 
most good; in other words, to the. 
long-period unemployed. In making 
our broad decision as to howfar 
we will embark on any work program 
at all, we must do so in the light 
of the very real problems to be 
solved and costs to be borne asa 
result of a program of this nature. 
We must be prepared to pay people on 
these jobs something approximating 
- ordinary wages and to fade the 
difficulties that are inevitably 
raised in connedtion with private 
employers on the one hand and 
labor on the other, who have | 
their different ideas as to what 
wages the government ought to 
pay. We cannot, at one and the 
same time, say tm t we will adopt 
a generous work program and inter 
fere not at all with the field 
normally reserved for private 
initiative. If we wish to use 
the local authorities to organize 
and develop these projects, the 
federal government must be prepard 
to give money to these authorities 
under much less stringent condi- 
tions concerning types of work that 
they may put in hand. 

When we have made our decision 
concerning the kinds of benefit we 
can afford to give and the basis 
on which they are to be made avail- 
able to different classes of the 
unemployed, we must consider the | 
detailed question of finance. It 
follows from what I have said that 
this is a question of distributin 
of the cost rather than of totals, 
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for the answer to the first question 
(the typés of benefits) and will 
necessarily give us the total sum 
‘of money that we have to raise. 
The problem of financing is one of 
how this total cost is to be distri- 
‘buted among different sections of 
the community and among different 
governmental authorities. This 

is partly a matter of social adjust- 
ments and partly of common sense. 
Our social values will lead us to 
decide whether more or less of the 
burden should be carried by wage 
earners or: by large income recei- 
vers or by other groups in the 
community and when we nave devzided 
this, we must select the proper 
taxes accordingly. Common sense 
suggests that it is useless to 
place the responsibility for finan- 
cing a heavy relief burden on the 
authorities whose taxing and 
borrowing powers are limited. If 
we do not wish to interfere with 
the existing distribution of tax- 
ing and borrowing powers between 
the federal government and the 
States it follows that we must 
develop a financial system in 

which the heaviest burden of 

relief financing will fall upon 

the federal government, whose 
taxing and borrowing powers are 
greatest. 


DISCUSSION 
Chairman: We have as one of our 
panel today Dr. W. J. Couper, who 
is with the Unemployment Compensa- 
tion Section of the Social Security 
Commission at the present time. 


Question: Mr. Chairman, it has been 
a sad experience to sit here listen- 
ing to Mrs. Burns! admirable expo- 
sition of the lessons of the German 
experience, while realizing how 

few steps we have yet taken in the 
United States to avoid those same 


difficulties, and my first question 

is, therefore, directed to Mrs. 

Burns not really for the purpose 

of getting any information but 

just in the hope that a snappy 

and informative answer will cheer 

my drooping spirits. Isit not 

true that despite the very serious 

economic situation that Germany 

faced, and despite the general re- 

action of the liberal tendencies 

of the Breuning and Hitler Governe. 

ments, that there has not yet bem 

any tendency to frankly disavow 

the principle of unemployment 

insurance? 

Answer: I will make that answer 

very snappy, but I cannot quite 

‘say yes or no, because of the form 

in which the question was put. 

The answer is that there has not 

been any attempt to abolish the 

system of giving people unemloyment 

benefits as a right. Since Hitle 

has been in power,in a number of 

ways, the insurance system has 

even been extended and made some- ; 

what more liberal than it Was. } 
May I perhaps, at the risk 

of not being snappy, add that in 

Germany there had been until 1933 

very strong pressure to abolish 

the insurance principle. I was 

told when I was there in the fall . 

of 1933, that a bill was actually. f 

prepared completely to abolish 

the insurance system, and the sys- 

tem was saved at that time only 

because Hitler himself said that } 

it would be impossible for his \ 

regime to take away from the peo- 

ple something that they themselves 

felt had so greatly improved their 

position and enabled them to come 

through the depression. 

Question: Much cheered, I arise 

for the second question. Your 

second part related to the necessity 

of Federal participation in any 

scheme, Is that criterion suffi- 











ciently complied with by our 
present Federal attempts at work 
relief programs through the WPA 
and other programs if they were 
otherwise satisfactory? If I. 
can make the question double-bar- 
reled, is it fair to criticize the 
present Social Security Act on. the 
grounds that a large share of the 
necessary financing under it should 
come directly from the Federal 
Government and through income 
taxes? ; 

Answer: It really comes to asking 
whether the work relief program, 
as it has been taken over by 

the Federal Government, represents 
an adequate Feceral contribution 
to the whole pregram. Ishould 

say that as the definitions are 
drawn at the present time, no. 

It does not seem to me that if the 
Federal Government confines itself 
to aiding the 3.5 millions who are 
supposed to represent the millions 
of employables, it will have made 
an adequate contribution. For one 
thing, if people get on relief 
that claims to be "a real job", 
they do not fall out of it as 
quickly as they fall out of the 
ordinary relief system. Meanwhile 
there is a growing problem of 

new employable people becoming un- 
employed - thus the number of em- 
ployables funemployed" is likely to 
be considerably in excess of 4.5 
millions, and the surplus will 
presumably have to be cared for by 
the State and local authorities. 
It would be too good to be true 
that the line between the unemployed 
who are employable and the unem- 
ployed who are technically unem- 
ployable should at all times be 
identical with the line between the 
elasticity of the tax resources of 
the Federal Government and the 
elasticity of the taxes and bor- 
rowing resources of the State 

ana local governments. 


65 


With regard to the second 
question, I take it you are 
referring to the unempléyment 
comensation part of the Aot. 

I would criticize the unemploy- 
ment compensation sections of 

the Social Security program 

from the point of view of how 

it leads into an integrated 
system. I would criticize at 

for throwing the decision as 

to how far there is to be any 
first line of defense at all into 
the hands of, the States, which 
means that in many cases there 
will be no unemployment compensa— 
tion. So far there are nine 
States and the District of 
Colunivoia which have passed 

laws of that kind. It remains to 
be seen how many others will 
follow suit. 

I would also criticize 
the Social Security Act indirectly 
on the grourniof non-general tax 
participation, not necessarily 
Federal but general tax parti- 
cipation. Too much emphasis 
has been placed throughout on the 
self-sustaining theory. Of course, 
it is true that it is up to 
the States to do what they want, 
but the chances are that most 
of the States will limit themselves 
to the taxes they impose on 
employers and will contribute 
little from general taxation. 

The amount of the benefit 
to be paid in this first line 
of defense is likely to be 
limited to about fifteen weeks 
at most, and in some cases only le. 
We shall not get the best use out 
of this first line of defense if 
we use it only for fifteen weeks. 
We build up this elaborate machiner y 
for getting records in order to 
sort the sheep from the goats, and 
to see that we don't pay people 
more than they are fairly entitled 
to, and to ensure that claimants 


are genuinely workers. If in the end 
we use this system to pay benefits 
for only twelve or fiftean weeks, 

we will make very little use of 

this administrative overhead. 

‘A rich country can afford to pay 
‘workers these preferential benefits 
without pressure, for somewhat more 
than fifteen weeks. And I also 
think to draw the line at fifteen 
weeks leaves an undesirably large 
residual problem. But the residual 
problem cannot be greatly reduced 
without extending the duration of 
compensation benefits ~ And this 

in turn is impossible without some 
provision for a Federal or a State 
contribution from general taxation. 
In that sense I would criticize the 
act, but I don't know whether that 
ls the kind of answer that Dr. Couper 
wants. 

Question: There are so many other 
questions; let me impose this one. 
Would you imply that you would 
unify into one single authority the 
administration of the different 
types of benefits required to arrive 
at a satisfactory system in an un- 
employment relief plan? 

Answer: No, we have to break up the 
problem of administration. Many 
different functions are involved. 
One type of authority has to make 
one group of decisions which involve 
matters of policy. I refer to such 
questions as the part that is to 

be played in the complete, integrated 
System by the different kinds of ben- 
efits and the principles on which 
the cost is to be distributed. Such 
decisions should be made by a single 
authority; which does not, however, 
have to be a Government Department; 
it might be @ board representing the 
interests involved. When you have 
decided on the part that is to be 
played by the different types of 
benefits, and when you have decided 
on your methods of financing, then 
the day-to-day administration of the 
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unemployment insurance work-relief 
system must be considered. This should 
be done by an entirely different type 
of authority. 

Since a considerable measure of 
Federal participation will be inevi- 
table,and since there is a great deal 
to be said for having uniformity of pro- 
tection, at least for a period of time, 
in order not to interfere with the 
mobility of labor as between States, my 
own preference is ultimately for a 
Federal first line of defense. This 
could be administered by the Federal 
Government or by local officers 
of the Federal Government, because — 
administratively it does not in- 
volve mach discretion. 

That is the great argument 
dn favor of unemployment compensa- 
tion. It is so relatively simple 
to administer. Workers can be 
treated as categories, not as 
individuals. Decisions concerning 
the exercise of pressure on indi- 
viduals to take jobs other than 
those to which they have been aecus- 
tomed, or at less than prevailing 
rates, are removed from the realm 
of administrative discretion in 
most unemployment compensation plans. 
There is also no individual means 
test. 

The second line of defense 
which may take the form of straight 
relief or of work relief, will 
call for a much greater degree of 
local knowledge. Selection of | 
projects and workers to be employed 


-0n them should largely be directed 


by local authorities, because itis 
desirable to have local interest 

and participation in these matters. 
But quite a different type of author- 
ity would have to handle the decision 
as to how large a prt of the total 
relief movision would be played by f 
a work program. It would be made 

by a body able to consider the 
general economic circumstances of 
the country,and capable of deciding , 











for example, whether it is desiratile 
to have a big credit expansion 

in the hope of encouraging spend- 
ing. It might also have to decide 
broadly in what parts of the coun- 
try a work program could most 
usefully be carried out. One can 
only approach Dr. Couper's ques- 
tion by asking what types of func- 
tions would have to be carried 
cut, and what types of decisions 
are involved. 


Chairman: The second member of 
our panel has had some experience 
abroad as Federal Trade Commis- 
sioner of the American Embassies 
in Paris, Berlin and #russels. 

Mr. Thomas Butts. 

Mr. Butts: As I understand my 
role in this discussion, I may 
critically examine what las just 
been said or, constructively, 
divert the important subject under 
discussion to a new channel of 
thought. I want to do both and in 
addition, do some viewing-with- 
Starm. First of all, let me re- 
state the question: "What can 
America’ Learn from German Expe- 
rience in Handling Chronic Unem- 
ployment". If we were looking 
back over tne past five years or 
so it would be perfectly plain 
that we have learned a great deal 
from Germany, as well as from some 
other European countries, in the 
matter of handling unemployment. 
But as Dr. Burns has confined 

her remarks to the sociological 
and economic aspects of the ques- 
tion and has put it in the present 
tense, it is equally plain,I think, 
that the answer is we have nothing 
more, or very little more, to 
learn, within those limits, from 
Germany, or from any other coun- 
try for that matter. Let me 
explain. Our present social secu- 
rity legislation, which has been 
the law of the land since last 
August, was evolved only after the 
most searching inquiry by both the 
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Senate and House Committee which 


conducted the hearings on the bill. 
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Most of the experts who testified 
invariably directed the attentim 
of the Committees to the fact that 
the only basis or background on 
which we could rely for the cons- 
truction of the comprehensive com- 
pulsory unemployment compensation 
law under consideration, was the 
experience of countries such as 
England, Germany and some others 
where such legislation had been ce 
force for a number of years. Al- 
though fur Federal unemployment 


‘compensation law and its comple- 


mentary state laws, already anacted, 
ao not fit exactly the pattern of 
European experience, still, they 
reflect throughout the fact that 
Songress and the State legisla- 
tures were guided almost wholly 
by what has been accomplished in 
Germany and elsewhere. What basic 
changes there are can be traced to 
the requirements of our unique 
Federal-State form of government. 
England from 1911, Austria 
from 1920, Germany from only 1927, 
as well as others, charted the | 
way through this highly complex | 
social problem and, as I have said, 
we made use of their extensive expe - 
rience to our enormous benefit am 
the result is that we have made 
what is pretty generally admitted 
to be an excellent beginning. ‘The 
original English law of 1911 which 
was written without the benefit of 
any previous experience was amerded 
37 times in the twenty years upto 
1931. The Austrian law was amended 
20 times in the 11 years between 
1920 and 1931. Parenthetically let 
me say that those figures are take n 
from a study of EZuropean systems 
made by the Metropolitan Life In- 
surance Gomany to which I will 
refer later on. Does not such 
frequent change indicate the com 


‘plenity of the problems involved 


and the extent to which we have 
benefited by the experiments ofather 
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@Guntries? Therefore, is not all 
that just so much water over the 
dam? We have taken our lesson from 
Germany and the others; we have 
benefited from it but from now on 
we mast necessarily solve the pecu- 
liar American problems which will 
arise in the light of American 
customs, mentality and local condi- 
tions. I think it would be dan- 
gerous, or-in any case useless, to 
believe that we can learn much more 
from Europe in this matter. So far 
as we are concerned the die is-cast 
and we must now depend on our own 
resources. That is why I maintain 
we have nothing more, or very little 
more, to learn from German handling 
of chronic unemployment from the 
sociological and economic points 

of view, which alone have been con- 
sidered by Dr. Burns. 

In a more constructive sense let 
mé direct your attention to an angle 
of the problem to which an appalling 
lack of attention has been paid. 

I refer to the purely administrative 
problems at the present moment con- 
fronting the seven States and the 
District of Columbia where unemploy- 
ment compensation laws are now 
operative. It is a fundamental of 
the Federal law that the actual 
administration of the State unem 
ployment compensation laws is left 
largely to the discretion of each 
State and to the District of Colum 
bia. I am informed that there isa 
model law for the guidance of the 
various States in shaping their 
legislation and that is a very 
excellent and necessary thing. But 
as the States, each in turn, adopt 
their individual laws, they are 
literally in the very embarrassing © 
position of not knowing how to admi- 
nister them. It would be very useful 
if it were possible, to devise a 


model administrative system to complete 


the job. Hach of the seven States 
referred to and the District are on 
their own, administratively, and some 


of them are not yet aware of the 
complexity of the problems 

before them. Problems which will | 
arise from such details as the 
migration of seasonal workers 
from State to State will be enor- 
mously complicated by the absence 
6f administrative uniformity and 

I am very fearful that the very 
idea of unemployment compensation 
will be discredited in some States 
if they are not*guided in their 
handling of basic considerations 
as, for instance, the recognition 
of unemployment compensition as. 

a "rteht". Iwill come back to 
that later. 

By the unsolved administrative 
problems I mean particularly the 
problem of creating the machinery 
which serves as the vehicle fors 
the administration of the law - 
the problem of designing the many 
forms which are the perfect reflec- 
tion, in a practical sense, of 
the administrative policy. All of 
that apparently mst be left to 
the individual judgment of 49 ad- 
ministrative units. Every solution 
will be different and will no doubt 
depend largely upon expediency in 
each case, to the detriment of any 
long-range, enlightened policy. 

In 1933, the Metropolitan Life 
Insurance Company, foreseeing our 
present unemployment compensation 
legislation and the very a dminist ra-—- 
tive problem I am discussing, sent 

a commission to Europe for the pur- 
pose of studying the varias sys- 
tems from the administrative stand- 
point. The specific purpose: was 

to aid the various States in this 
country to construct their adminis- 
trative systems, when the need arose, 
with the benefit of European expe - 
rience to go by. One valuable 

result of the survey was that it 

was found that the European sys- 
tems, whether voluntary or compul- 
sory, were surprisingly alike in 
construction - that theywere capable 
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of mechanical breakdown and 
comparison. .In the following 
year, 1934, the National Indus- 
trial Gounselors, inspired by 

the Social Science Research Council, 
which no doubt recognized the . 
inadequacy of existing matédrial, | 
published the first of what was 
announced as a series of books © 
on the administrative systems of 
the principal European countries. 
Tie stated purpose of the series 
was similar to that which inspired 
the Metropolitan Life Insurance 
Company the year Before and which 
I referred to a moment ago. The 
first book, on the English sys- 
tem, was an exceptionrily good 

job and with another, "The British 
Attack on Unemmiocyment" by Hill 
and Lubin, we have two searching 
word-descriptions of the English 
system. Sometime later appeared 
the second of the National Indus 
trial Counselors series - that on 
the German system. Since then the 
series seems to have been discon- 
tinued and at a time when it is 
most needed. I suspect the reason 
is that the Social Science Research 
Council has found that a mere word~ 
description or, in other words, 
the scope of a book, cannot 
suffice to convey a true and under- 
standable picture of an elaborate 
administrative set-up. The need 
can be met only by a carefully cata- 
logued breakdown of administrative 
machinery, exhibited carefully, 
annotated and arranged in chart 
form. It will surprise many to 
learn that the English system is 
built up around 187 aifferent 
forms; the German system around 
261 different forms. meaty Cur 
States will require much fewer, 

I do not doubt, if only because 

we will use more mechanical 
devices. Nevertheless, the fact 
remains that the devising of the 
individual State's administrative 
policy and the structure which 
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gives it form and substance is 
a huge and difficult job as 
things are now. The States of 
New York and Wisconsin have thus 
far been forced to use forms 
improvised and copyrighted by a 
private firm, solely interested 
in marketing its products. I 
was a witness to the collapse 
of the administration of the 
french Social Security law 
when it went into effect in 
June 1930. A year later the 
inauguration of the Spanish law 
was postponed three months because 
the administrative machinery was 
not perfected. Clearly, the problem 
is complex. The matter from here 
on becomes too technical to inter- 
est this meeting. !t is not my func- 
tion, nor my purpose, to do more 
than direct thought to the problem. 
I will conclude by completing 
my reference to the possible dis- 
crediting of the idea of unemp loy- 
ment compensation in some States 
if care is not taken to preserve 
the very basis upon which the law 
is built--namely, the granting 
of such compensation as a “right" 
and not to permit it to be tainted, 
even remotely, as charity, a con- 
ditional grant or a gift. The 
expert testimony before the Con- 
gressional Committees and the very 
spirit of Title 9 of the Social 
Security Act, both stress that 
payments made as compensation for 
loss of work, under certain con- 
ditions, is as much a "Fieht" as 
the payment of an ordinary life 
insurance policy upon the death 
of the policy hold_er and tha t 
the present unavoidable lack of 
administrative uniformity and the 
absence of State guidance will 
lead to trouble mMiltiplied by 49 
is well illustrated right here 
in Washington. The recently 
published regulations announced 
by the District Commissioners for 
the payment of the employers' excise 
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tax on payrolls of eight or more, 
permit employers to keep their 
records in any form they desire. 
The sole stipulation is that they 
be "readable". Another provision | 
permits the employer to omit the 
names of his employees when paying 
the tax. Only the gross payroll 
figure need be stated. Hence the 
District itself has no record of 
the individual worker's "right" to 
receive unemployment compensation 
should the need arise. it may 
happan that the worker in some rare 
cases may be dependent unon the 
good will of his former employer 
who, conceivably, may lose is 
payroll records or who may of so 
ill disposed toward his ex-erployee 
as actually to falsify his pay record 
on the "separation" sheet reporting 
the termination of the job. Simpli- 
fication of records has been achieved 
and recourse is possible. But what 
is the cost? Those who view this 
legislation as a huge step forward in 
the achievement of security for tk 
underprivileged suffering a loss 

of work and income for a reason 
beyond their power to control - 

and that is how this law is 
sincerely welcomed by most people - 
those will be dismayed that workers 
may thus be placed at the mercy 

of an employer, at the expense 

of his (the worker's) incontrover- 
tiple, "right. 

What we can learn from German 
experience in handling ehronic unem- 
ployment - finally to answer the 
question - is that we can yet profit 
from their administrative expe- 
rience, andfrom English, Austrian, 
Italian, Swiss and French adminis- 
trative experience, jist as we have 
already profited by their legisla- 
tive experience. When viewed as a 
practical problem, in the light 
of what has already been attempted 
and accomplished, the job is a-sim+ 
ple one to lay out. 


Question: When an employer has paid 
premiums, is it possible, whenhe 
is out of work, for him to apply 
for runds of compensation? | 

Dr. Burns: The answer is "No". 
Benefits are solely for workers. 
Question: If, as we are occasion- 
ally told, all thesciences fail 

in a storm, what would be the 
effect of an insurance compensa- 
tion, or an insurance plan such 

as this in a depression such as 

the one we are still trying to get 
out of? Woudn't the thing break 
down after 58 weeks or whatever 
period is given and be of no fur- — 
ther force and effect in a three or 
four-year period of depression? 
Answer: I am not gaite sure from 
what you said, whetner you mean 

the system treaks down because 
there are no funds available or 
whether you mean to suggest that 
any plan which strives to fix a 
limit to a certain number of weeks 
of benefits is unsatisfactory. 
Question: Lack of funds. 

Answer: It is perfectly true 
that if you say "We will limit 
ourselves to certain sources of 
taxation and we will accumlate 

a reserve before-hand, we will 

only pay benefits to the extent 
that the reserve and current 

taxes are adequate", a very long 
continued depression will throw your 
fund into a deficit. You can dome 
of two things: You cane ither do 
what the Germans finally triddto 
do - say, "Well, wnatever happens 
we won't éxceed our income andwe 
won't pay people any more of 

these kinds of benefits", but then 
you will have some other kinds of 
benefits which you have to finance 
out of general taxation or genera 
government borrowing. Or, you can 
dc as you originally did in Great 
Britain, or in Germany until 1930, 
say "This thing can't last another 
year and so we will allow the fund 
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- to borrow, and since all economic of experience in taking care of 
theory has told us in the past unemployment, and inasmuch as we 
that these things are cycles and have already started Sani ad 
not straight lines going up and appears to me, from the talk of 
down, sooner or later, the tide today, that we will have to ‘keep 
will turn and there will be a it going when we have problems 
period when we will collect more of this kind; in other words, that 
than we pay out, and we can pay we have a problem which comes 
ourselves back." — up possibly due to our system and* 

If there were a forecastable the one-which we have to face 
"normal" trade cycle, it would be right now. Have you found any 

- (apart from interest charges) solution to the problem in the 
immaterial whether you started way of a cure? I mean, do you 
your plan at the bottom of the know of a method whereby there will 
depression and borrowed, or whether not be that problem? Is there any 
you started it at the top of a solution which you have found, 
boom and accumlated reserves. If either abroad or here? 
your calculation had been correct, Dr. Burns: Well, I am-sorry 
then you would always have a balan- I have to be very pessimistic and 
ce. But the practical difficulties, - ‘gay I have not found any solution 
are two-fold: Firstly, it looks to the problem. It looks as if 
as though we cannot any longer say on some occasions, Governmental 
‘with confidence that the movement activity directed toward encoura- 
is a purely cyclical one. Secondly, ging spending, may get you out 
“in spite df its good words, no of yourdifficulty, if all you 
‘government geems to be willing to are facing is a rather severe 
go on lending money in the hope cyclical movement. But I do not 
that sooner or latér there will be think that any government has as 
an ‘upward swing. After a time, - yet been able to devise satisfac 
the taxpayers begin to grumble, tory methods for completely elim 
because they say, "This is called inating unemployment that may be 
insurance, but look at the size due to other causes. 
of the deficit’ How can we ever Now, the German Government 
hope to have such a tradée revival undoubtedly tried some extremely 
that we will pay in more than drastic remedies. From the end 
enough to cover the insurance debt?" of 1930 to 1932, on the theory 

I should prefer to decide that unemployment was due to a 
first of all on the conditions maladjusted economic order and that 
for benefit and the part each type prices in Germany were too high, 
is to play inthe program. There the German Government carved 
is mach to be said for raising through a tremendous economic pro- 
funds, or at any rate, a substan- gram of compulsory economies - 
tial part of your money, by taxes cutting wages, interest, rents, 
from employers or workers. But unemployment compensation, reduced. 
we must be prepared, if that doesn't practically every price you can 
happen to be enough and you run think of in the country - an extre- 
into a depression, to put up the mely courageous thing for a govern - 
additional money from other sources - ment to do, and tragicaliy enough, 
that may be frombeneral taxation one of the things which helped to 
or possibly from borrowing. precipitate the downfall of the 
From Floor: Inasmuch as these Bruening Government. However 


other Governments have had years upright and honest the Government 
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may have been in its aims in carry- 
ing through a program of that kind 
it could not be very popular with 
the population as a whole. To en- 
force a downward trend of prices 
which fails to bring about immediate 
results in the form of a trade re- 
vival is to court political disas- 
ter. 
The Germans have also tried 

to some extent to adjust the” 
problem by developing a back-to-the- 
land movement by persuading people 
to move outside the towns and settle 
in small subsistence homesteads. 
Such a program is based on the 
assumption that you are going to 
have a rather limited amount of 

work and that it is desirable to 
spread it among as, many people as 
possible. Unfortunately the economic 
policies of governments often con- 
flict with their political objectives. 
Even when in 1983, the Government 
embarked on a much-needed, bold 
expansion program, its economic 
effect was spoiled by a foreign 
policy which involved the cutting 
off of imports and the attempt to 
build up an independent State 

which took away with one hand the 
good that the spending policy did 
with the other. 

From Floor: What will the Governmert 
do with the funds collected? How 
will they invest them? Hypotheti- 
cally, supposing that the Govern- 
ment has collected $20,000,000,000 
or some other large sum, say in 
1945, and then a heavy depression 
sets in. Wouldn't the withdrawal 

of money from investments and other 
places of repository have just as 
serious an effect on the business 
cycle as if the money were not saved 
by these premiums charged employers 
and workers? 
Drs Burns: 
&@ little discussion about buck-passing 
on that particular question. Do you 
want me to answer it or Dr. Couper? 
FromFloor: I was really asking you. 
Dr, Burns: I will take. a. shot at 

it and Dr. Couper will tell you wheher 


Dr. Couper and I have had 


I am right. 

Your first question - what will 
the fund be invested in? The money 
thus accumulated, if any is accu- 
mulated, will be invested in 
Government securities. It-is 
deposited in the unemployment trust 
fund in the Treasury, and the 
Secretary of the Treasury is charged 
with the duty of investing such 
amount of that money as is not 
required for immediate payments, 
in securities issued by the United 
States Government or in securities 
for which the United States Govern- 
ment guarantees interest and prin- 
cipal. I should perhaps add 
that the Act gives the Secretary 
of the Treasury the power to buy 
either existing securities or to 
issue special securities for the 
purpose of providing investments 
for the fund, and it remains to 
be seen which alternative the Secre- 
tary of the Treasury will adopt. 

Your second question related 
to the difficulty of investing such 
a large fund as $20,000,000,000. 
That is much bigger than anyone 
imagines the compensatim fund 
will be. The fund which is causing 
people sleepless nights is, of 
course, the $47,000,000,000 fund 
that will be accumulated for the 
old-age benefits or annuities, but 
that is a problem which will really 
trouble our grandchildren more 
than us, because it won't amount 
to that sum until 1980. The unem 
ployment compensation reserve is 
hardly likely to exceed two 
billion dollars. It is important 
to keep these two distinct. 

The problem of realizing on 
the investment, however, will not 
arise in regard to the old-age 
annuity fund unless at some future 
date Congress should decide to 
Giscontinue the plan. For the 
function of the old-age annuity 
reser¥Yes is to yield interest. 

Thus by 1980, when the plan isin 
full operation, the annuities will 
be financed to the extent of 60% 
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from the current contributions of the general economic order when this 
employers and workers and 40% money is spent, but rather the 
from the interest from the reserve, reverse, because one of the great 
and the Government will not have to advantages of giving guaranteed un- 
make any contribution at all. employment benefits is that it is 

| So far as the problem of. a way of ensuring a continuous flow 

\ realizing the unemployment Trust of spending. 
Fund goes, I take it that we can One of the troubles at the 
assume cooperation between the beginning of a depression is that 
Federal Reserve Board in its open such a great many people stop 

| market policy and the Treasury, doing what they did before; com- 

| which has somehow or other to panies stop investing; private 
unload these particular bonds. people stop spending; reserves 
in general fixed interest-bearing pile up. The assurance that the 
securities appreciate at the Government will guarantee income 
onset of a depression, but if to be paid to people who are unem- 
there is a slump in the value in ployed, will bring about a circu- 
Government securities, some adjust- lation of money which otherwise 
ment could readily be made. I do , would lie idle. It will involve 
not think any difficulty will a compulsory liquidation of these 


arise in the way of disturbing reserves. 


























CAN CAPITALISM SURVIVE? 


By 


Josef A. Schumpeter 
Harvard University 


I. In the opinion of the 
speaker thé answer to the above 
question is in the negative. But 
what counts in any such attempt at 

-social diagnosis and prognosis is 
not the "Yes" or "No! by which we 
may sum up our facts and arguments 
but those facts and arguments them- 
selves. They contain all that is 
‘scientific in the final. result. 
..... Everything else is not science but’ 

prophecy. Strictly speaking, 

“ “neither economics nor any other. 

__ Science ever foretells what will | 
happen,. .To'do- this. in a process 
which is the function of very many - 
variables which are only partly 
amenable to exact measurement, 

....would require super-empirical in— 
sight of the kind which is the very 
definition of prophecy. Economics 
or-any other science can only. state 
what wovld happen if.a given pro- 
cess-were allowed to go on in the 


’ 


game way as.it did during the peri- 


_° od from which we take the material 
-~ for our analysis. This not only 
--limits the scope’of our subject but 
also bears. upon it in a-more direct 
way which may be. pointed out at 


once: In the.course of an-argument 


- presently to be entered upon, we 
shall draw conclusions about the 


future behavior of total output of ig 


Commodities and services from the 


'~ are able to observe in the past. 
There are several objections to — 
this or any other extrapolation. 

At the outset we wish to mention 
but one of them; Owing to the 

. failure of the conditions of the 
~. urn schema to be fulfilled, there 
is no sense in speaking of any 

probable" future amount of total 


| ~ behavior of that quantity which we 


output, but our inability to justify 
any proposition on probability con- 
siderations does not mean that it 
therefore must necessarily lack any 
justification at all. If we fit a 
smooth function to any time series 
and extrapolate, the result need not 
have any forecasting value. Asa 
matter of fact, in very many cases 
it is at-once obvious that the ex- 
pectation.based on such a trend 
quickly leads to perfectly absurd 
results, but this means no more than 
that formsl methods are not. fool 


-proof. If analysis teaches us that - 


the trend expresses a real force .or 
process which we have reason to be- 
lieve will persist under certain con- 
ditions, there is no absurdity in 
extrapolating provided we keep in 
mind the above distinction between 
what will and what would happen. 

Our question is indeterminate 


_ because of the many meanings one may 


attribute to the much abused word 
“capitalism! which indeed.it would: 
be- best tq banish from scientific 
terminology. Disagreement on our. 
question is often due to this fact- 
alone. One of the difficulties is 
the word must unavoidably designate 
different-things according to whether 


_we argue in terms of economic or soci- 
‘ological fact. We-will definé it as 


follows, stating expressly that this 
would be unsatisfactory for many pur~ 


“poses: Capitalism is that organi- 


zation of society in which production 
is. managed -by private initiative with: 
view to-private profit. Needless to. 


say, on the one hand, that this im~ 


plies nothing about the social re- 


sults of such an organization and, 


on the other hand, that alternatives 


to it are many and not satisfactorily 
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covered by the single word "social- 
ism", 


ror implied in the widespread belief 
that it is economic performance which 
decides the ultimate fate of any form 
of social life. Not only are people 
perfectly unable to form an unbiased 
judgment about alternative possibil- 
ities (they would be unable to do so 
even if alternatives ever stood ac- 
tually working before their eyes 
under exactly the same conditions) 
but mere economic performance would 
not in any case be decisive by it- 
self. We observe, it is true, that 
advocates of either capitalism or 
socialism invariably hold that the 
system they espouse offers or would 
offer to the masses a higher standard 
of life than its competitor. This 
misconceives the real issue. More 
important than standards of living 
are the types of people and the civi- 
lization which a given system turns 
out; more important also for every-— 
one of us is the question whether a 
given system agrees with our moral 
values and our cultural volition. 

But what people think and want is a 
secondary matter anyhow. The im- 
portant thing is the logic of social 
situations, which among other things, 
makes people think and feel as they 
do. 

If nevertheless we ask the 
question of performance, that is to 
say, the question what economic re- 
sults may reasonably be expected from 
the mere working of the capitalist 
machine in the decades before us, it 
is only because for the economist 
that is the relevant question and 
not because we believe that the is- 
sue will be decided on this ground. 
In order to answer it we make the 
following assumptions: First, we 
assume that there is a precise mean- 
ing to the concept of total output 
of commodities and services. ‘This 
is really the boldest assumption of 
all. It implies begging a funda-~ 
mental problem of modern theory, but 
the reader is so accustomed to using 


II. We must beware of the er- 


that concept as if it were entire- 
ly unproblematic that he is not 
likely to have any qualms about it. 
Secondly, we assume that the func 
tion descriptive of the distribution 
of money incomes according to amount 
remains invariant. If this were an 
assumption about the actual course 
things may be exnected to take it 
would almost certainly be contrary 
to fact. What we mean is that if 
the working of the capitalist ma- 
chine were not interfered with that 
distribution would remain as it is. 
The warrant for that is in the fact 
that for the last hundred years that 
distribution has remained, as far 
as our statistics allow us to form 
an opinion, substantially invariant 
over time, although it fluctuated 
within the cycle. It is not neces— 
sary to assume the form suggested 
by "Pareto's Law", although the 
speaker thinks that critics have 
been somewhat unjust to that piece — 
of analysis. But whatever the form 
of the function is, invariance is 
necessary for our argument, both 
because only if distribution in 

that sense is invariant can we con- 
clude that variations in average 
income are by themselves sufficient 
to describe how all classes of 
society are going to be affected 

by a given increase in total out- 
put and because capitalist economy 
could not continue to work on at 
this same rate of progress if that 
distribution were so substantially 
changed as to interfere with the 
accumulation from the larger in- 
comes, which is an essential piece 
of the capitalist mechanism and Reg 
largely accounts for such effici- _ 
ency as it has. Thirdly, we as- 
sume the absence of such events as 
world wars and revolutions. _ 

Now, average income per head 
was about $700 a year in 1928. It 
is a conservative estimate that 
total physical output increased on 
the average at 3% compound interest 
per year practically as far back as . 
our data carry us. Most readers 


sigh ae a 




















will be familiar with the more im-” 
portant of-the indices’ which fave.: | 


been constructed toshow ‘this, and, 
most of which wovld;:indeed,, sup-. 
port a more optimistic estimate,’ . 
suchas the indices..of Warren, and’, 
Pearson; Snyder, Day-Thomas, the: :i° 
Federal Reserve Board,’ the Depart-- 
ment of Agriculture and others. 
trapolating and retaining the pur-- 
chasing power of the monetary wnit 
at thé level of 1928; we get about 


four times (4.38) as much for 1978... : 


This much bé.corrected for increase 
in population, which is an exceed- — 
ingly controversial matter. Ac-.- 
cepting Mr. Sloane's estimate, of - 
about 160,000,000 for that year, we. 
come to the conclusion that an aver- 
age income of about $2100 per head. 
of population, purchasing power of: 
1978, would be reached about that, 
time. Such performance may be con- 
sidered satisfactory or unsatis- 
factory - that is a matter of taste 
and will largely depend on one's . 
extra-scientific predilections. 
It certainly allows of the formu-, 
lation, if we assume relative shares © 
to be unchanged, that anything 
which according to our present ideas. 
we should call poverty, would be 
done away with, even ‘in. the. Lowest 
strata of society, defectives. alone - 
excepted. s PRET ed Eo a | 
TII. “It. goes without saying -. 
that injuries may be inflicted and 
even expected to be inflicted on 
the organism which will prevent iv. ..- 
from producing the result glanced . © 
at. This is all the more serious 
a qualification because many things 
perfectly unavoidable under present 
ideas and standards, come within 
the meaning of those injuries. 
Very sharply progressive, taxation 
alone would be sufficient. And. so 
would be attempts. to soften the 
hardships of adaptation to new. 
situations as they arise in the | 
course of industrial innovation. 
However, such injuries have never 
been absent and our 3 percent 
leaves plenty of latitude for the 
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absorption of the effects. For 

this country that figure includes 
even the wastage of the world war. 
The rate would be different, of 
course, for Buropean’ countries. It 
should be observed that when we 

speak of "injuries" we do not neces—. 
sarily imply an adverse judgment. 
What is an injury within our strictly 
technical meaning. may be an improve~ 
ment from many other standpoints. 

But the fundamental question is 
whether’ we are justified at all, in- 
juries.or no injuries, in looking up- 
on persistence of that rate as at all 
likely. A majority of students of . 
the phenomena of economic develop- 
ment (we had better avoid the word 
Wprogress") ig inclined to doubt it, 
and you know that many authors, among 
whom we may mention S. Kuznets and 
A. F. Burns, have even tried to es- 
tablish statistically the presence. of 
systematic retardation. We need not. 
repeat the familiar arguments which : 
may be leveled against. their methods 
but can confine ourselves to adding 
one more: material at all adequate 
to the task of forming an idea about 
the behavior of total output over 
time does not go back beyond 1870. 
If, in-order to avoid the troubled 
time of the World War, we stop in 
1913, that.material covers two 
branches of what the speaker is in 
the habit of calling the Kondratieff 
wave. Quantitative study of economic 
cycles was, as you know, initiated by 
He assumed, as many 
students still assume, that there was. 
just one such wavelike movement. 

But there are, on the one hand, theo- 
retical reasons to. expect that there 
should be many waves of different 
period rolling along together and 
superimposing themselves on each 
other, and there is the statistical 
fact that a "many cycle hypothesis" 
fits our time series much better than 
a "single cycle: hypothesis". Mr. 
Kitchin and Professor Crum have es- 
tablished, as the speaker thinks 
beyond doubt, the existence of what 
is usually called the forty month 


We 


cycle, and Kondratieff discovered 
and described a very much longer 


wave which the speaker thinks has ___ 


an average period of about fifty— 
seven years. For reasons which it 
is impossible to enter into here, 
the rate of increase of total out- 
put is greater in the downgrade. 
than in the upgrade of the long 
swing - which is. just the opposite 
of traditional opinion and should 
by the way lead us to revise the 
traditional judgment about the re- 
lative merits of "prosperity" and 
"depression", Now 1870-1897 lies 
on the downgrade of a Kondratieff 
cycle and 1897-1913 just covers 
the prosperity phase of another 
Kondratieff cycle. On the theory 
alluded to we should therefore ex- 
pect that in the first span in- 
crease of total output was at a 
greater rate than in the second . 
span. If this be so it would 
follow that our material would 
have to display what looks like 
retardation but should not be 
taken as an indication of a long 
time trend. 

However, it is urged some- 
times that the prewar rate of in- 
crease was due to the opening up 
of new countries both as sources 
of supply of raw materials and as 
markets for industrial products 
and must therefore be considered 
as historically unique. There 
seems to be a mistake in this, 
which may be linked to a particu- 
lar interpretation of the old law 
of diminishing returns. What the 
theorem thus designated really 
says is merely that if you add 
successive increments of one 
factor of production while keep- 
ing constant both the quantities 
of the other factors and the 
method of production, you will . 
get, from a certain point onwards, | 
decreasing increments of product... 
If we designate by P physical pro- 
duct and by Vy» hoan page < factors 


of production, then the partial de- 
rivative =F ; is in the useful 


V 5 
interval a’ dbctensing function of V5° 
But what the theorem was made to 
say was that however you change meth- 
ods of production and however you 
combine, or add to,factors, nature 
will in the end display a decreasing 
response to your efforts. There is 
no warrant whatever for this. Of 
course, new countries counted for 
very much in the developments of the 
nineteenth century and even of later 
times, but the process of opening up 
new narkets by means of developing 
new countries is only one member of : 
a very large family which we call in- 
novation. The introduction of new 
methods of agricultural technique 
for instance may shift the production 
just as, and more effectively than, 
taking new countries under the plow 
and achievement in that line is per- 
fectly unpredictable.. Once we have 
surveyed a given agricultural area, 
then given certain methods of pro- 
duction, it is easy to arrange, with 
reference to that method of produc— 
tion, all the plots of land exist-— 
ing in that area into a descending 
order of fertility or locational ad- 
vantage, and to say that we shall 
take into cultivation first the 
"best"! plot and then successively 
the worse ones, but we cannot say 
the sane thing about the world of 
technical innovation which is not 
known to us and essentially refrac- 
tory to survey. Hence there would 
be -no sense in holding that we have 
boen developing the nost productive 
innovation so far and that only less 
productive ones are left for the 
future. This may be so, but the 
contrary:is just as likely. In fact 
there is a reason to assume that the 
rate of technical progress will 
quicken rather than slacken. A 
hundred years ago, and still more 
so in the more remote past, in- 
novation was a matter of individual 
will and vision, carried into effect 




















in the teeth of strong opposition. 
Now it is becoming increasingly 
mechanized so that organized re- 
search might be expected to turn 
out new methods which then will 
automatically be put into practice, 
much more systematically in future . 
than has been possible in the past. 
Hence nothing is to be feared from 
either the law of diminishing re- 
turns or any of the arguments usu- 
ally associated with it, as con- 
temporaneous experience amply shows; 
lack of raw materials is not ex- 
actly what we sutfer frome 

‘IV. This is not to say of 
course that there are not other 
elements in the social situation 
of our time which may be very ef- 
fective in producing retardation. 
They are of a socio-psychological 
kind. To begin with, every social 
or biological group. applies. itself 
to the task which is socially most 
important from the standpoint of 
the.survival~interest of the group 
-as a whole. This proposition is 
essential for what is to follow 
and should be carefully pondered 
and verified. Equally essential 
is the corollary that the social 
function which at any given time 
is the most "important" one in that 
sense, and success in filling at, 
supply the fundamental explanation 
for the emergence and the passing 
of what we call a Ruling Class. 
For instance, in a primitive agri- 
cultural tribe which has no means 
of defending itself by physical 
force and which is given to magical 
beliefs, say, of the animistic 
kind, magicians will be looked up- 
on as the persons most important 
to the tribe and hence will rise 
into positions of social promi- 
nence and form, if the social en- 
vironment is stable enovgh to allow 
of differentiation of a hereditary 
sort, the upper or ruling class of 
the community. Again, in condi- 
tions in which warfare and readi- 
ness for warfare are necessities 
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“of daily life and in which the 


technique of warfare is such as to 
equire lifelong training (Such as 
the medieval technique of nanaging 
sword and lance on the iron clad 
horse), a class of warriors will 
grow up, establish itself as the 
socially ruling stratum and impress 
on the social body its own scheme of 
values and the form of life dictated 
by its interest and visions. Sini- 
larly, at a later. stage and for 
reasons we cannot enter upon here, 
the function of economic leadership 
became in most countries we should be 
snclined to call "civilized", the 
socially most important one. To be 
sure, it was not economic leadership 
in general but an economic leader~ 
ship moulded by preceding conditions 
and by the necessities of the his= 
torical environment - that kind of 
economic leadership which took the 
form of individual enterprise. And 
from these social necessities, and 
by filling that entrepreneurial 
function, the bourgeois class climbed 
into the saddle, impressing in turn 
4ts own values, interests and stan- 
dards on the social psyche. We shall 
return in a moment to carry on this 
argument. Just now it is sufficient 
to point out that the very success of 
bourgeois capitalism tends to reduce 
its own importance for the future. 
As a result of its achievement that 
fear is rapidly dropping away fron 
hunanity which trembles in the. prayer: 
"Give us this day our daily bread". 
As soon as this is the case, economic 
affairs will. cease to hold that cen- 
tral position in the feeling and 
thinking of mankind that they used 
to hold and energies will not so ex- . 
clusively be concentrated on economic 
tasks. This might well account for a 
considerable amount of retardation 
in the future. 

Moreover, the success of capitalw 
isn, such as it is, is closely linked 
up with the method of selection for 
leading positions which was charac- 
teristic of a substantially 
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competitive system. It is worthwhile 
emphasizing that of all methods of 
selecting leaders which the speaker 
either historically knows or can 
think of, that is the only one that 
effectively tests the qualities which 
make for success once the leading 
position is conquered. The qualities 
that make a good candidate for politi- 
cal office are entirely different from 
the qualitics that make a good admin- 
istrator of the same office. But the 
qualities that make a man rise in 
competitive business are precisely 
the qualities which will make him a 
success when he has risen. It should 
also be observed that this important 
characteristic is rapidly vanishing 
from the world of giant concerns. 

But as the success of capitalism is 
fundamentally linked up with a pe- 
culiarly effective type of responsi- 
bility which consists in having to 
pay for one's mistakes; A poli-— 
tician who can make a successful 
speech or a public servant who can 
write a successful report, need not 
worry about an unsuccessful measure. 
But no ability of speaking or writ- 
ing will be of any help to an entre- 
preneur if the balance sheet looks 
wrong. This again has ceased to be 
so in a rapidly expanding sphere of 
modern business. Finally, past suc- 
cess of the capitalist system rested 
largely, whatever some of the 
speaker's fellow economists may say, 
on that peculiar kind of financing 
enterprise which presupposes con-= 
Siderable inequality of income. It 
is not necessary to quote any sta- 
tistics in order to convince you 

that the percentage of saving in- 
creases with the size of incomes. 

It would be necessary, however, to 
show that and why that method is 

so vital. But this we cannot do 
here. The disapproval of inequali- 
ty and consequent attack on it is, 
however, an essential feature of 
modern political psychology and 

must be expected to asser itself 
more and more. Retardation from 


all those causes is, of course, 
more than likely and that is why 
we were so anxious to make above 
that: qualification about "injuries" 
to the orgenism. 

Vv. What has just been said by 
way of commenting upon and qualify- 
ing the expectation which might be 


formed about capitalist performance 


in the future from its performance 
in the past, immediately leads us 
back to the question at the head of 
this paper. 

On the one hand, if capitalism 
is doomed it is certainly not doomed 
because of any rational proof that 
its economic performance is unsatis- 
factory in the sense that a country 
such as this could be reasonably ex- 
pected to do better with respect to 
increase of total output by any of 
those alternatives which are at all 
within range of practical possibili- 
ty. No doubt much more of fact or 
argument would be. necessary to es= 
tablish this proposition. We cannot 
do more than adda few remarks. To 
begin with, it must be borne in mind 
that much less weight than appears 
at first sight attaches to the argu- 
nent which is resorted to by most of 
those people who otherwise and as a 
matter of trend would profess then- 
selves quite satisfied with the rate 
of increase we actually observe, viz. 
the argument from fluctuations and 
the losses and sufferings incident 
to recurrent crises. If, following 
usage, we primarily stress the 
element of unemployment it must not 
be forgotten, first, that as a mat- 
ter of arithmetic, the capitalist 
organism is at present, and can be 
expected to be still more so in the 
future, perfectly able to take care 
of the unemployed members of society. 
To put their services to some use 
and to- prevent then from going to 
waste is of course one of the most 
obvious tasks of rational Planning. 
But whether or not this problem be 
successfully solved, the fact re- 
nains that the working of the 
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capitalist machine supplies all the 
means necessary to avoid anything 
that any people have a right.to 
call suffering who speak quite 
coolly of such events as the 
"liquidation of the Kulaks." Sec- 
ondly, it is matter of historical 
fact that those sequences of events 
which we identify as great crises 
or catastrophes can in no single 
instance be explained. by the work- 
ing of capitalist business alone. 
There are always, precisely in the 
worst cases, "external factors" 
present, wars, mistaken policies 
Sua. co-on., This field is, it is 
true, so much infested by mono- 
maniacs especially of the monetary 
type that that should be obvious 
common sense is by no means easy to 
establish. But to any unprejudiced 
person it should be clear that the 
working of a system (never mind 
what system; think, for instance, 
of a system of balls connected by 
elastic strings) is one thing and 
interference with the system by ex- 
ternal factors is another thing. 
This is no argument for laissez 
faire... On the contrary it is an 
argument for regulation that rests 
on.an understanding of the material 
of the capitalist machine. But it 


is still very relevant to a judgment 


about the results attributable to 
that machine. 
Furthermore the argument that 
private industry and trade work with 
an undue amount of wastage of re- 
sources, while possibly quite true, 
can not be made out by simply list- 
ing all cases in which a given re- 
sult could have been achieved by 
smaller expenditure in terms of 
real resources. The usual method 
implics a comparison between the 
actual working of one system with 
the ideal of another, and entirely 
neglects the sources of waste which 
we might expect to discover were 
that other system put into practice. 
Apart from this many of the ex- 
amples usually adduced are uncon- 
vineing because they often mean no 
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more than that experimenting with 
new things frequently leads to fail- 
ure. Such failures may be unavoid- 
able in any system and what looks 
like unqualified failure may have its 
function all the same. Even what 
looks like simple social waste some- 
times has a function. There is, for 
instance, certainly a great number of 
people engaged in running inefficient 
small retail shops, but the presence 
of those retail shops takes care of 
many people who would otherwise be 
temporarily destitute in the course 
of adaptation of rapid technological 
change. Now this may be an uneconomit 
way of taking care of them but the 
point is that we must not look upon 
the phenomenon as if it were a mere 
blemish and nothing else. Careful 
analysis on such lines reduces very 
much the strength of the prima facie 
case. 

Again the argument from over- 
cupacity, over-investment and over- 
production loses much of the weight 
it seems to carry the moment we real- 
ize that the more successfully pro- 
gressive an economic system is, the 
greater will be, at any point of time, 
that amount of capacity which has 
been set up with a view to future 
demands and that amount of capacity 
which is already semi-obsolete. It 
is impossible to tell what would be 
left after deduction of those two 
items to which moreover it would be 
necessary to add all the capacity 
produced in order to cope with cycli- 
cal peak demand. Similar consider-— 
ations apply to the case of over- 
production as distinguished from over- 
capacity apart from the fact that, 
taken in the ordinary sense, general 
over-production has no meaning at all. 

These examples must suffice, but 
however we may think about them and 
other equally familar ones, so much 
is certainly true that the case 
against the performance of the capi- 
talist system is much less strong 
and much less clear thon public opin- 
jon seems at present to assume. 
Whatever the result of striking a 
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balance might be, had we the time to 


undertake the task, it is practically 


certain that it would not be spec- 
tacular and that it would not con- 
sist of negative items alone. In 
particular there is no excuse for 
holding either that if capitalism 
be left to itself things would, 
particularly for the masses, go 
from bad to worse or that the capi- 
talist system displays any inherent 
tendencies towards economic break~ 
down. Both propositions have, as 
you know, been held by Karl Marx. 
But both have been given up by the 
leaders of Neo-Marxism. This is 
not astonishing with respect to the 
first, for it would indeed be dif- 
ficult to hold that the capitalist 
machine turns out/‘Standard of life 
for the masses that decreases over 
time. So after efforts had been 
made to interpret Marx, in the face 
of obvious evidence to the contrary, 
to have meant not absolute real 
wages, both totals and rates, but 
the relative share of the working 
class (in which sense he would also 
be wrong of course), that propo- 
sition was silently dropped. It 
is much more remorkable however 
that the Neo Marxists, from Hil- 
ferding onwards, also dropped the 
other, for owing to the recurrent 
hysterics about crises it would 
not have been tactically impossi- 
ble for them to uphold it. But 
they were much too good economists 
to do that and hence handed the 
thing over to the literature of 
popular Marxism in which it flour- 
ishes still. It would follow, al- 
though this was,as far as the 
speaker knows, too much for them to 
admit explicitly, that it is no 
longer possible to base the case 
for socialism on the claim that in 
abolishing poverty it would do what 
the rival system was intrinsically 
incapable of achieving. 

But, as pointed out before, 
this is not all nor even the de- 
cisive point. We might be social- 


ists even if we recognize superi- 
ority of capitalism as an economic 
machine, There are higher things 
involved in one's social ideals than 
beefsteaks and movies, and even if 
it were not so, the future course of 
things would depend on the economic 
working and results of the capital- 
ist system in a different and less 
direct way than that which lies be~ 
tween economic performance and ra- 
tional choice of people. We ma, 
conveniently divide our argument 
into a psychological and a socio- 
logical branch, although there is 

of course no sharp dividing line be- 
tween them. Every economic system 
moulds the souls of men by deter-— 
mining their working day and, 
through it, the attitudes, ideals 
and habits they develop. Capital- 
ism rationalizes human thinking and 
human behavior. Examples to show 
that could be adduced in plenty from 
double entry bookkeeping to Neo- 
Malthusianism. This will produce 
concentration on the individual's 
interests and particularly interests 
aménable to rational formulation. 
All in human life that cannot stand 
the test of a very superficial kind 
of rationality is likely to be dis-— 
cussed away. For our proposition 

it is primarily important to note 
two implications of this: On the 
one hand rationalization of eco- 
nomic activity means scientific 
method, first on the technical, 

then on the economic or business 
Side and this again means the mecha- 
nization of progress previously ad- 
verted to. The modern entrepreneur 
compares to his predecessor of a 
hundred years ago very much as a: 
modern general compares to that pic- 
turesque sort of individual that 
used to fill the same function 

a hundred years ago. Managing a 
modern army is now a mechanized job © 
in which a great number of special— 
ized workers cooperate to turn out 
the result ready made and thereby to 


reduce the commander-in-chief almost 




















to insignificance. The application 
is obvious. On the: other hand, we 
see now much more clearly than pre- 
vious generations have realized, 
who were content with very.simple 
arguments and justifications, that 
most of the emotional values of 
life cannot be formulated in ration- 
al terms. Among them are some which 
are of the utmost importance to the 
capitalist class and to the moti- 
vation of its members. Although 

we could equally well exemplify by 
the changed relation between entre- 
preneurs and the physical set up of 
any given factory, we will merely 
touch upon the most important 
source of individual motivation in 
capitalist society,the family. Not 
‘only has capitalist evolution 
created a rationalized scheme of 
private life within which the fami- 
ly house and'all that it stands for 
is no longer a necessary, or even 
convenient, form of life, but it 
has done away, or is about to do 
away, With all the motivation for 
economic action that center around 
it. This process has indeed gone 
to very different lengths in dif- | 
ferent countries and within the 
same country in different regions 
and social groups. Peasants and 
farmers are, so far, practically 
untouched by it everywhere, but it 
is superfluous to stay in order to 
show how completely it has changed 
the moral world of the upper Bour- 
geoisie. This being so, their grip 
loosens both on their former ideals 
and on the position which are valu- 
able mainly because of those ideals. 
That is why there seems to be no 
"fight" in them, when the system 
which is theirs is being chal- 
lenged, and why they do not seem 

to believe in it themselves. The 
speaker knows that this statement 
is contrary to widespread opinion. 
Most people would think that the 
Bourgeoisie is defending itself 
and its interests all right. But 
apart from the fact that this 
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opinion often rests on nothing more 
than the naive belief of the intel- 
lectual in all sorts of mysterious 
powers behind the political scene, 
what is actually done by that class 
is as nothing compared with what it 
could do if the will to survive as 
a class were not dying out within © 
it. 
Sociologically -it is clear: -— 
that the prestige of the industrial 
and commercial Bourgeoisie with other 
classes never has been as great as 
the corresponding prestige of the 
warlike upper stratum in the middle 
ages. There are many reasons why 
achievement of the type that was 
open to those warriors, should have 
been particularly apt to. impress the 
masses that served them. No busi- 
nessman, however successful in his 
office can ever hope to look to the 
rest of his countrymen as the knight 
did on his horse and in his armor. 
The latter's social function also 
carried the particular advantage 

that it lent itself as no other 
social function ever did to the 
direct and physical defence of the 
interests of its incumbents. To be 
able to draw one's sword in order to 
deal with an opposition necessarily 
deficient in the only technique 
available, is much more effective 
than to have to lobby with poli- 
ticians or try to acquire control 

of newspapers and the like. It is 
indeed only with serious qualifi- 
cation that the Bourgeoisie could 
ever have been called the ruling 
class at all. In Europe it practi- 
cally always submitted to the re- 
maining feudal elements which in 
exchange protected it and drewa . 
new lease of life from the fact. 

The great exception afforded by this 
country is accounted for by the ab- 
sorbing fascination of developing - 
an environment of great possibili-— 
ties, and should not be relied on 
for prognosis as to the future. It 
is by no means astonishing that his 
origin, his past history and his 
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kind of work and mode of life should 
make the Bourgeois an ineffective 
leader or ruler. It would be aston- 
ishing if it were different. ‘Hence 
social critique turned against him 
very much more promptly than it did 
against the feudal powers. The 
ideas of political democracy which 
he had made his own in the time of 
his servitude proved incompatible 
with the essentially monarchical 
ideas underlying the organization 
of business, all the more so be- 
cause his demoenecy was typically 
of the eighteenth century type, and 
tinged with equalitarian elements 
which he soon learned to disap- 
prove but which he never could suc- 
cessfully get rid of. The very in- 
crease in the standard of life, 
self-confidence and leisure in the 
masses which may be attributed to 
the working of the bourgeois eco- 
nomic system, produced an oppo- 
sition which checkmated its upper 
stratum politically ag soon as its 
feudal protector fell. 

There is no need to elaborate 
this argument; it is clear enough 
in what sense it supplies a nega- 
tive answer to our question. The 
interesting point about it is that, 
as far as ultimate results go, our 
answer is the same as that which 
socialists would give. Besides, 
there is the further affinity that 
we also link a prognosis unfavorable 
to the capitalist system to its eco- 
nomic results. But it is not its 
economic shortcomings that threatens 
it. On the contrary it is its eco- 
nomic achievements, and their effects 
on the human psyche and on the social 
and political structure of society, 
that is likely to kill it eventually. 

It is another question how this 
prognosis may be expected to materi- 
alize. Some people like to indulge 
in speculation about the likelihood 
of revolutions. All we can say about 


that is this: What we term a revo- 
lution is akin to what in economic 
life we designate as a crisis or 
panic. Now an economic crisis is 
not the essential thing about eco- 
nomic evolution or, for that matter, 
the economic cycle. Fundamentally 
that wavelike movement that pervades 
economic life covld go along and re- 
main what it is, without those break- 
downs for which we reserve the term 
crisis. The sum of phenomena we us 
vally designate by it owes its ex- 
istence to accidental circumstances. 
It may or may not occur and some-— 
times occurs on less provocation 
than there is in cases in which it 
is avoided. But in certain phases 
of the cycle those accidents are 
very likely to occur. Similarly 
what we call a revolution is noth- 
ing but a collapse of organization 
and morale. Whether it occurs or 
not is, from a long time view, of 
secondary importance and depends 

on random combinations of circum— 
stances. This implies that our 
views about the likelihood of such 
events should differ for different 
countries, races and historical 
junctures. It is more important 

to note that, even apart from this, 
the outcome glanced at above though 
following logically from observable 
fact is by no means a certainty. 
Before humanity chokes in the 
dungeon of socialism it may well 
burn up in the flames of national- 
ist wars. The normal expectation 
for the Anglo-American world, how- 
ever, is on the lines of a steady 
bureaucratization of economic 

life as well as of much besides. 
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SOME R&CENT DEVELPPMENTS IN ECONOMIC THEORY 


By 


H. J. Wadleigh, 
Department of State, 
Washington, D. C. 
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In recent years, some im- 
portant results have been obtain - 
ed in economic theory with the use 
of the same deductive methods as 
were employed by the classical 
economists, but on the basis of 
different assumptions. The new 
assumptions, being broader and 
more general than those of the 
classical economists, enable us 
to bring our theoretical construc-~ 
tions closer to the facts. 

In order to compare the 
recent theories with the older 
ones, it is useful to divide the 
development of economic theory 
into three stages, beginning with 


classical economics - the economics 


of Smith, Ricardo, Mill, and their 
contemporaries as the first stage. 
The second stage, which began with 
Jevons and was developed further 
by economists of the Cambridge and 
Lausanne schools and others, is 
characterized by the generalized 
used of marginal concepts. This 
will be referred to here as the 
neo-classical stage. It differs 
from the classical stage more in 
terminology than in substance. 
Even in the highly elaborate sys- 
tem of equations formulated by 
Pareto we find no more than a re~ 
finement of the more abstzact 
ideas of Adam Smith. The third, 
Or modern stage has, I believe, 
made more fundamental changes. 

It is the nature and significance 
of these changes which I propose 
to discuss. It mst, of course, 
be recognized that many of the 
ideas which are characteristic of 


the modern stage may be found scat- 
tered through the works of clas- 
sical and neo-classical economist s: 
but in classical and neo-classi- 
cal economic theory these ideas 
are incidental; in modern theory 
they are central. 


IT. 


Numerous efforts have been 
made to define in a few words 
the probgem or subject matter 
of economic theory. Perhaps the 
central problem of classical and 
contemporary economics may best 
be described as that of finding 
out what collective results are 
produced by the choices of indi- 
viduals interacting through con- 
tracts or bargains, under given 
institutional and natural condi- 
tions. It is clear that our eco 
nomic system works the way it des 
mainly because of the choices 
made by individuals - and c orpo- 
rations - in buying and sel ling, 
but that the interaction of thes 
choices produces results which 
have not been chosen by anyone. 
Depressions result from the inter- 
actions of choices, but no one 
chooses and proceeds to make a 
depression. 

The manner in which the 
classical economists chose. to 
approach this problem was deter- 
mined by their political ideals 
and by the philosophical ideas 
about natural law which were cur- 
rent in their day. Nature, they 
believed, had made man selfish, 
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‘but it had also provided a set of 
institutions which would harness 
this selfishness to social ends. 
Under the "natural" institutions, 
selfishness would lead men to 

make such bargains with each other 
as would maximize the real income 
of society. But their language, 
"natural institutions" meant 

ideal institutions rather than the 
institutions actually existing. 

These ideas were mainly res- 
ponsible for the postulates or as- 
sumptions which the classical econ- 
omists chose as a starting point 
in the development of their theories. 
One of the postulates which is funda- 
mental to the main structure of clas- 
Sical and neo-classical theory is 
the existence of perfect competition, 
which means that the transactions 
of a single buyer or seller in any 
market are too small in relation to 
the size of the market to have any 
appreciable effect on the price. 
Another assumption of equal importance 
is that all persons in the economic 
system possess full and perfect know- 
ledge of the market conditions rele- 
rant to their decisions. Since there 
must always be an interval of time 
yetween the decision to produce for 
Zale and the actual production, full 
mowledge of the relevant market 
yonditions necessarily involves the 
xbility to make accurate forecasts. 
All the principal economic theorists 
lave, of course, been fully aware 
that these assumptions do not eorres- 
yond fully with the facts. Adam Smith, 
nore realistic than some of our own 
zontemporaries, recognized that combi- 
nations among employers to keep down 
wages are practically inevitable, 
making perfect competition in the la- 
hor market an impossibility. He also 
mentioned the short-time fluctuations 
of market prices, which are, in 
fact, largely due to imperfect know- 
ledge. Nevertheless these facts find 
no place in the basic framework of 
slassical and neo-classical theory. 
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From the postulates of perfect com- 
petition and perfect knowledge, it 
follows that the economic system 
tends toward a stable equilibrium, 
and that when this equilibrium is 
reached, the real income of society 
is as large as it can be, subject to 
those conditions which are not die - 
rectly determined by the choices 
of buyers and sellers or the inter- 
actions of such choices. These 
external or environmental conditios 
include such things as natural re- 
sources, technical knowledge, and | 
the framework of legal institutions. | 
If these conditions change, the sys- 
them of intdracting choices will adapt 
itself to the new set of conditions 
by moving toward a new equilibrium 
with a new structure of prices 
and production. Once the adapta- 
tion has been made, no further change 
will take place without a further 
change in the environmental cdndi- 
tions, except for a gradual, steady 
development resulting from the 
growth of populat}on and accumula- 
tion of capital. 

Thus, the theory of economic 
equilibrium might better be termed 
a theory of economic adaptation. 
The main emphasis in classical and 
neo-classical tneory, however, has 
been on the end-result of the pro- 
cess of adaptation rather than on 
the process itself. Much attention 
has been given to the long-run 
results of adaptation to changes 
in environment without entirely 
adequate consideration of the in- 
termediate stages. Under the influ- 
ence of this attitude of mind, supply 
curves and demand curves have been 
thought of as timeless relation-— 
ships between quantity supplied 
and price or quantity demanded and 
price - a tyne of relationship which _ 
1/ As a general statement about clas- 
sical and neo-classical economics this 


is an oversimplification. Ricardo and 
his followers treated both the growth 
of population and the accumlation of 
capital asa eg of the process of 
economic adaptation. In neo-classical 


egonomics, population is _treated as om 
of the environmenta conditions, white 





the accumulation of capital is regard— | 
ed as a process of growth with no aco 




















has no counterpart in the real 
world. While it is true that 
Marshall analyzed the relation 
between the long run and the 
short run in considerable detail - 
and perhaps this was Marshall's 
most important contribution to 
economic theory - many of his 
followers have used "timeless! 
supply curves, cost curves and 
demand curves in their theoretical 
analysis. 


pe ee 


It is a commomplace that the 
doctrine of laissez-faire started 
out as a revolutionary program, 
was gradually transformed into a 
program of moderate reform, and 
has finally become the creed of 
those who are opposed to nearly 
all the present tendencies of so- 
Cial change. The theories of Adam 
Smith provided, in his own day, an 
approximately correct analysis of 
the way in which the economic sys- 
tem worked. They also showed that 
@ removal of the innumerable res- 
trictions which hampered production 
and trade would result in a benefi- 
cial adaptation. By about 1870 
Adam Smith's program reached its 
nearest point to full realization. 

Since then, the world has 
steadily moved away from the doc- 
trines of Adam Smith. Moreover, 
important changes in our economic 
organization have taken place, 
giving rise to phenomena which 
cannot be analyzed by a theory of 
Stable equilibrium and perfect 
competition. The structure of the 
world's industry has bem me in- 
creasingly monopolistic. Our price 
structure has tended to become 
More rigid, at least by comparison 
with the late 19th century. For 
reasons which I shall mention 
later, the tendencies to instabi- 
lity appear to be increasing. 

In the late 19th and early 
eO0th centuries, a gradually 
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spreading loss of faith in laissez- 
faire expressed itself in numerous 
criticisms of classical and neo-clas 
sical economics. Veblen was per- 
haps the most important of the 
critics. He pointed out that the 
framework of individual motives 

and of legal institutions postu- 
lated by the classical economists, 
so far from being natural to man 

in any scientific sense, were pecu- 
liar to a very recent phase in the 
development of human society. 
Veblen's emphasis on historical 

and anthropological perspective 
tended to raise serious doubts as 
to whether human society would 
continue indefinitely to be organ- 
ized on an individualistic basis. 
But so far_as concerns the develop- 
ment of theoretical, deductive 
economics, they produced no imme- 
diate result. Veblen's followers 
made no attempt to widen the 

scope of neo-classical theory by 
using new and more general postu- 
lates, but threw overboard the 
whole apparatus of deductive ana- 
lysis. 


IVs 


During the past ten years 
a new emphasis on monopoly has 
arisen among economic theorists, 
and has already found its expres- 
Sion in a considerable theoreti- 
cal literature. Previously, a 
theory of monopoly had besn 


“developed by Cournot as early 


as the eighteen-thirties, and 

this theory was later incorporated 
by Marshall in his Principles. 

it remained, however, a kind of 
economic curiosity, not organically 
connected with the general frame- 
work of economic theory. The 
theory of monopoly was generally 
considered applicable only to 
certain special industries in 
which a single producer has no 
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competitors who supply an essentially 


similar commodity or service. 

The basis for the modern 
approach was apparently first sug- 
gested by Edgeworth, who pointed 
out that monopoly and competition 
are not mtually exclusive. Even 
the most ironclad monopolist must 
compete for the consumer's dollar 
with the suppliers of other commo- 
dities. If we define a monopolist 
as one who is the sole supplier of 
a given commodity in a given market, 
then the meaning of the word mono- 
polist depends on what we choose 
to select as our commodity. Is 
Henry Ford a monopolist because 
no one else produces Ford cars, or 
is he a producer in a competitive 
industry because there are many 
other producers of automobiles? 
There are all shades of variation 
from extreme monopoly to the case 
of the farmer who can sell as 
much as he can prdduce at the pre- 
vailing market price. The greater 
the reduction of price which a 
seller mst make to expand his 
sales, the more monopolistic is 
his position. Perfect competi- 
tion is at the zero end of the mono- 
poly scale. 

Edgeworth suggested that a 
general theory of price be developed 
on the basis of this conception of 
monopoly. In such a theory, per- 
fect competition plays the role 
of a limiting case, as, in Physics, 
some of the propositions af Newton 
are limiting cases of the nore gen- 
eral formulations of Einstein. 
Unfortunately, Edgeworth's sugges-— 
tion was ignored for many years. 
The modern work on monopoly was 
stimulated by an article by Piero 
Sraffa, published in the Economic 
Journal in 1926. In this article 
it was pointed out that the actual 
situation in retail trade and in 
manufacturing industry differs very 
significantly from perfect competi- 





tion. An individual manufacturer 
or retailer may make considerable 
cuts in price without thereby 
making possible an infinite expan- 
sion of his sales opportunities. 
Agvertising by the individual 
seller would never pay under per- 
fect competition, but apparently 
it does in manufacturing and re- 
tailing. — 

Among the literature which has 
appeared since the Sraffa article, 
two books, namely, The Theory of 
Monopolistic Cometition by EH. K. 
Chamberlin and The Eeonomics of 
Imerfect Competition by Joan 
Robinson are particularly signifi- 
cant in that theyinclude. an attempt 
to analyze the significance of 
monopoly for the economic system 
as awhole. This attempt, how- 
ever, is only a first beginning, 
and the main conclusions are not 
new. It is pointed out that the 
existence of a considerable degree 
of monopoly in important indus- 
tries leads to a relative under- 
development of the more monopolis- 
tic industries and tends to make 
the distribution of income more 
unequal. It is also shown that 
with a more monopolistic organ- 
ization of industry a lover rate 
of real wages is necesSary to se-— 
cure full employment, but that such 
monopolistic organization is in 
itself not sufficient to account 
for unemployment. Perhaps the most 
interesting and original result 
is the one which touches on the 
much discussed problem of "excess 
capacity". It is shown that under 
certain conditions monopolistic 
competition leads to the existence 
of a larger number of productive 
plants than could produce the ex- 
isting output in the most efficient 
manner. This means that each unit 
is producing less than the output 
which would enable it to operate 
in the most economical manner. 


























Thus, even in the absence of fluc- 
tuations of purchasing power, 
which are not considered in the 
book at all, it would appear that. 
monopolistic or imperfect competi— 
tion does give rise to some waste 
of resources. An example of this 
is to be found where a gasoline 
station is placed at each of the 
four corners of a road intersec- 
tion where any one of them alone 
would be sufficient. 

The theory of monopoly has 
been extended by Joan Robinson 
and others to analyze the case of 
a monopolistic buyer. This analy- 
sis is of particular importamce in 
connection with the labor market, 
since perfect competition among 
employers is, to say the least, 
an extreme rarity. R. F. Harrod 
has shown in a recent article in 
the Quarterly Journal of Economics 
that, under certain comitions, 
an increase of wages through col- 
lective action by employees ina 
single industry may tend to in- 
crease employment, although the 
Opposite has generally been accepted 
by economic theorists as universal- 
ly true. 

The contributions to economic ~ 
theory of the new approach are due 
to theAbandonment of the assump- 
tion of perfect competition. its 
deficiencies are probably due, for 
the most part, to the fact that 
the assumption of perfect knowledge 
has not been abandoned, and that 
"tireless" relationships have been 
assumed. The type of analvsis used > 
by Joan Robinson and others tells 
us how a monopolist could maximize 
his profit if he were in full pos- 
session of the relevant knowledge 
and if the response of consurers 
to @ change in price were immediate. 

A topic which is now receiving 
mach attention is the rigidity of 
prices which exists in fact wherever 
the position of sellers or buyers, 
or of both, is significantly monopo- 
listic. It seems fairly clear that 
no theory of monopolistic competi- 
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tion can be adequately equip- 
ped to explain rigidities 

unless the assumptions of 
perfect knowledge and of 
timeless relationships are aban- 
doned. 

First, with regard to perfect 
knowledge, it is clear that no 
monopolist possesses a complete 
knowledge of the relevant c ondis 
tions, since it is impossible to 
predict exactly how consune rs will 
respond to a change in price. [7 
conditions change in such a way 
as would call for a reduction of 
price, the monopolist will not 
know exactly what the new price 
should be. It seems likely that 
such uncertainty, combined with 
the bureaucratic inertia of many 
large corporations, is responsible 
for some considerable amount of 
rigidity. 

A further cause of uncertain- 
ty arises from the fact that the 
price which it is most profitable 
for any one monopolist to charge 
depends, among other things, on 
the priceswhich are charged by 
his competitors. A monopolist 
who contemplates a change in 
price mst know. how his competi 
tors will react to such a change 
before he is in full possession 
of all the relevant knowledge. 
This aspect of the problemhas 
been considered by Chamberlin but 
not by Mrs. Robinson. An inter- 
pretation of Chamberlin's ana- 
lysis appears to suggest that 
when @ group of monopolists are 
in competition with each other, 
each will hesitate to take the 
initiative in reducing price, 
for fear that the rest will imme- 
diately follow his example. Hence 
at a time when demand is declining, 


‘there may be no reduction until 


it has become fairly clear that a 
general reduction of price will 
benefit the whole group. 

If we now proceed to drop 
the assumption of timeless relation 
ship and to distinguish between 
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long run and short run reactions, it 
becomes possible to bring theoretical 
analysis still closer to the facts 
of price determination under monomo- 
listic conditions. The method fol- 
lowed by monopolists in determining 
their price policies appears, at 
least on the surface, to be incom- 
patible with the methods of marginal 
analysis developed by economic 
theorists. Monopolists apparently 
aim, as a general rule, to set 

a price which will cover their 
average cost and, if possible, some 
margin of profit. When an indus- 
trial plant is producing less 

than that output which it can pro- 
duce with maximum efficiency - a 
condition which is true of most 
plants most of the time - any further 
reduction of output will increase 
average cost. This fact is often 
used by monopolists as an argument 
for not reducing them, or even for 
raising them, when demand is reduced. 
Now, marginal analysis has shown that 
this argument is valid only if, 

with a reduction of demand, there 

is also a considerable reduction 

in the elasticity of demand. Mrs. 
Robinson has attempted to show, on 
the basis of timeless relation- 
ships, how a reduction of demand 
might be accompanied by a reduction 
of the elasticity of demand, but 

she has been able to do so only by 
making some additional and rather 
questionable assumptions. 

As a general rule, the elastrity 
of demand is greater for the long 
run than for the short run. A mo- 
nopolist whe re@uoes hia price will 
at first add little to his sales and 
may actually reduce his profit, but 
after a lapse of time he may add 
to his sales more than enough to g@om 
pensate for any temporary loss. 
Hence, if it can be shown that 
the monopolist is in a better posi- 
tion to consider the longer run 
when demand is high or inureasing 
than when it is low or decreasing, 
this will supply the missing link 


in his argument. It is, Jt facuw 
fairly clear that when a monopo- 
list is already making a profit 
and the financial position of 
his business is strong, he can 
afford to make a temporary sacri- 
fice for a greater gain in the 
future, but when he is making a 
loss, financial difficulties may 
compel him to take a more short- 
sighted view. 

Moreover, when profits are 
being made, and particularly when 
demand is expanding, the charging 
of a high price is likely to be 
a short-sighted policy for a 
further reason. The monopolist 
who charges a high price is invi- 
ting his competitors to expand their 
productive capacity and attract 
new customers by charging lower 
prices. He is also inviting new 
competitors to enter the industry. 
When price is below average cost, 
these dangers are much less likely 
to exist. Hence, it seems probable 
that competition in most indus- 
tries is far more monopolistic 
in times of depression than in more 
prosperous times. 


v. 


Recent contributions in the 
field of monetary theory are per- 
heps even more important than 
those in the field of monopolistic 
competition. Their significance 
lies partly in the fact that mod- 
ern monetary theory is no longer 
a separate system from the rest 
of economic theory. 

In the classical and neo- 
classical stages of its development, 
economic theory was artifically 
separated into two parts; the 
theory of value and distribution, 
and the theory of money. Under 
the heading of value and distribu- 
tion, relative prices, production 
and the distrabution of social in- 
come were studied on the basis of 
postulates which implied a tenden- 

















cy to stable equilibrium. One 
of these postulates was the 
assumption of monetary stability. 
The quantity of money was treated 
as one of the external or envi- 
ronmental conditions which are 
not affected by the system of 
interacting choices of buyers 
and sellers. So also was the 
velocity of circulation, which 
was regarded as determined by 
more or less stable habits of 
buyers and sellers. 

Monetary theory was con- 
cerned primarily with the final 
adaptation of the economic sys- 
tem to a change in either of the 
two monetary conditions. It was 
easy to show, on the basis of 
the postulates used, that the 
adaptation to any given increase 
in the quantity of money, such 
as might result from the discov- 
ery of new gold deposits, or in 
the velocity of circulation. 
would, in the final equilibrium, 
result in a proportionally 
equal increase of all prices. 
Relative prices, production and 
income distribution would remain 
unchanged. It was, of course, 
recognized by as early a writer 
as Hume that, because of price 
rigidities, any change in the 
monetary conditions must affect 
the volume of production and 
employment, and the distribution 
of incomes. But these results 
were regarded as temporary and 
short run phenomena, and any 
analysis of them was incidental 
to the one main proposition of 
monetary theory — the quantity 
theory - which dealt. with the 
final equilibriun. 

This theory was originally 
developed to explain the effect 
On Buropean price levels of the 
influx of precious metals from 
the New World during the 16th, 
17th and 18th centuries. It was 
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not adequately equipped to deal 
with all the economic processes 
of a world with a highly devel- 
oped and intricate banking 
structures Moreover, the struc— 
ture of economic theory, with 
its equilibristic postulates, and 
its treatment of monetary condi- 
tions as environmental, imposed 
severe limitations on the thepre- 
tical analysis of business 
cycle problems. It is impossible, 
while remaining strictly within 
the framework of this structure, 
to account for any disturbances 
of equilibrium which may be 
generated within the system of 
interacting choices. On the 
other hand,. it is hard to fim 
any changes in the environment al 
conditions which can explain the 
apparentlyrhythmical character 
of business cycles. Faced with 
this dilemma, classical andneo- 
classical economists tried 
various expedients. John Stwrt 
Mill put forward a theory of 
Crises in which he abandoned 
the classical postulates of per- 
fect foresight and rationality. 
Jevons invoked the aid of astaono- 
my in the search for arbythm of 
environmental disturbances which 
would put business cycles on kthe 
same basis as seasonal fluctw- 
tions. 

Modern theory possesses 
the means of analyzing monetary 
disturbances which originate 
within the system of economic 
choices. The credit for this 
is due most of all to Knut Wick- 
sell, a Swedish economist who 
published his first important 
work in the late nineties of the 
last century. Unfortunately, 
Wicksell's work passed almost 
unnoticed outside of Sweden, 
until the publication of J. M. 
Keyne's Treatise on Money in 
1930. Wicksell's main contribu- 
tion consisted of an analysis 
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of the way in which a monetary dis- 
turbance can result from the opera- 
tion of the system of interacting 
choices. Although each of the 
principal elements in Wicksell's 
theory had been anticipated by 
various forerunners, no system 
atic and thorough analysis of the 
matter had been made before. 

Before Wicksell, it had been 
usual in economic theory to assume 
that in the capital market, as in 
other markets, the quantity supplied 
must equal the quantity demanded, 
which is one of the conditions 
necessary for equilibrium. It was 
assumed that investment, that is to 
say, the payment for capital goods, 
is possible only out of savings from 
income. This implies that an in- 
crease of expenditure on capital 
goods can come about only with 
a decrease of expenditure on con- 
sumption, and vice versa. 

Actually, however, this is 
not necessarily true. Ina society 
where promises to pay can be used 
as means of payment, funds for in- 
vestment can be obtained simply 
by creating new promises to pay. 
This is what happens when bank 
credit is expanded. Thus, if owing 
to a new invention or some other 
external change, new and favorable 
opportunities for investment emerge, 
an increase of investment may be 
financed by an expansion of the 
means of payment, or in other 
words, by an increase in the quan- 
tity of money, and without a cor- 
respomding reduction in expenditure 
on current consumption. The same 
result may also occur without ex- 
pansion of the means of payment, 
if the emergence of.new investment 
opportunities induces persons to 
convert their cash balances into 
‘real assets. In this case we have 
an increase in the velocity of cir- 
culation. In either case, with the 
emergence of new investment oppor- 


tunities, investment can be prevented 


from outrunning savings only if the 
rate of interest is increased suf- 

ficiently to check the increase of 

investment. 

The fundamental difference 
between Wicksell's theory and the 
pre-Wicksellian or equilibrium 
theory is as follows: According to 
the older theory a decision to 
invest can not be made without a 
corresponding decision to save, or, 
in other words, to reduce expendi- 
ture on current consumption. The 
two decisions were essentially 
one and the same. According to 
Wicksell's theory, which is in 
accordance with the facts, either 
one may be made without tile other. 
According to the older theory, if 
there is a change in investment 
opportunities or in the disposition 
to save, the rate of interest 
will automatically change in such 
a way as to preserve equilibrium. 
In Wicksell's theory, the actual 
rate of interest, which Wicksell 
calls the market rate, may differ 
from the rate that is necessary for 
the preservation of equilibrium, 
which Wicksell calls the natural 
rate. If the market rate is below 
the natural rate, there is a ten- 
dency to increase the total amount 
of expenditure on capital goods 
and on current consumption; when 
the market rate is above the natural 
rate, total expenditure tends to 
be srweduced. 

It will be observed that 
Wicksell's analysis can only explain 
the way in which a monetary dis-— 
turbance is generated by reference 
to some change in the environmental 
conditions, such as a new invention. 
But it does explain how a monetary 
disturbance can arise out of the 
response of the system of choices 
to a change in those external con- 
ditions which are themselves not 
monetary - and this response is 
not a movement towards a new equi- 
librium. 
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The next step in Wicksell's 
analysis takes us even further 
away trom the classical framework. 
An increase in total expenditure 
creates more*favorable opportuni- 
ties for invéstment, thus leading 
to a further increase in total 
expenditure. Thus a movement 
away from the equilibrium, once 
it has started, acts cumlatively. 
This is known as the Wicksellian 
cumulative process. The economic 
system, instead of tending to 
move toward eqiilibrium, tends, 
at least in one very important 
respect, to move away from it. 
Equilibrium is no longer considered 
a necessity as inevitable as itis 
desirable; it has become an objec- 
tive which is extremely difficult 


to attain. 


In connection with the 
further development and the appli- 
cation to practical probkems of the 
Wicksellian theory, both the 
rigidity of prices and the absence 
of perfect knowledge are of extreme 
importance. Those who have heard 
Professor Viner's lecture in this 
series will anderstand without 
need for further explanation that 
pomunuere were no rigidities, 
monetary disturbances could not 
cause nearly as mach unemployment 
and waste of economic resources as 
they do. In addition to this, 
rigidity necessarily plays an 
important part in the development 
of the cumlative process. The 
lag of wages behind wholesale 
prices when total expenditure is in- 
creasing is an important accelerat- 
ing factor. 

The importance of imperfect 
knowledge in connection with the 
Wicksellian process becomes 
apparent as soon as we recognize 
that all investment involves 
Planning for the future. When 
business men are induced by an 
increase of total expenditure, 
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with its accompanying price changes, 
to indrease investment, this is 
because they at least expect 
the improvement in investment op- 
portunities to last for some time. 
It is not the actual present ex- 
penditures and prices which direct - 
ly determine investment, but the 
expectations of future expenditures 
and prices. Any development which 
effectively influences expe cta- 
tions must correspondingly influ- 
ence the monetary situation. Ex- 
pectations often contribute much 
to the instability of, our system 
because, when a Wicksellian pro- 
cess has once got started, e xpec- 
tations of its continuation tend 
to accelerate the process itself. 
In Wicksell's own formulation of 
his theory, expectations played 
a passive and silent role. Wick- 
sell himself was too steeped in 
the preconceptions of classical 
theory to abandon the assumption 
of perfect knowledge consciously. 
A reformation of Wicksell's 
theory based on recognition of the 
importance of expentations has 
recently been made by Gunnar Myrdal, 
a member of ,the Wicksellian school 
in Sweden._/ Myrdal's theory con- 
tains the assumption that the 
degree of uncertainty in regard to 
the future has a significant in- 
fluence on investment. The greater 
the degree of uncertainty, the 
smaller will be the disposition 
to invest. 

The analysis of Wicksell's 


. process has brought economic 


theory much nearer to an umer- 
standing of business cycles. But 
it does not tell us definitely 
wnat causes are responsible for the 


1/ J. M. Keynes, in his latest 

book, The General Theory of Employ- 
ment, Interest, and Money, which was 
published after this lecture was dee 
livered, also places great amphasis 
on expectations. 
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semi-regular reversal which brings a 
Wicksellian process in one direc- 
tion (either expansion or contrac- 
tion) to an end and initiates a pro- 
cess in tne reverse direction. 

There are, no doubt, various causes 
for these reversals and in all pro- 
bability they differ in relative 
importance from one reversal to 
another. One of these causes, 

which has been noted from time to 
time by economic theorists, but 
has perhaps not been sufficiently 
emphasized, is what is kmown: as 

the replacement cycle. J. M. Clark, 
in his recent book, Strategic 
Factors in Business Cycles, has 
attempted to show the importance 

of “this factor. During any period 
of economic expansion, there 1s 

a considerable increase in the 
construction and purchase of du- 
rable goods, including both capital 
goods and durable consumers! goods. 
After a few years of such expansion 
there will be little need for the 
replacement of worn out equip- 

ment. Partly for this reason, the 
market for durable goods becomes 
saturated, and general economic 


expansion is followed by contraction. 


Similarly after several years, of 
stagnation, the necd for replace- 
ment may being about a general re- 
expansion of economic activity. 


Weg 


With regard to the practical 
conclusions which may be drawn 
from recent contributions to 
economic theory, it is inevitable 
that there should be a wide range of 
differences in opinion. I propose 
here to make a few suggestions, 
without claim to originality. 


At the present stage of develop- 


ment of our economic system there 
would appear to be a trend towards 
greater instability. As the pro- 
ductive forces of society increase, 
the relative importance, -in produc- 


tion and consumption, of durable 
goods tends also to increase, and 
hence the disturbing role of the 
replacement cycle is magnified. 

It is possibly for this reason that 
the last depression has been more 
severe and more prolonged in the 
United States than in most other 
countries, despite the fact that 
other countries were more severely 
affected by the international finan- 
cial:collapse. Furthermore, mono-— 
poly, and the rigidities which 
result from FORREST appear to be 
increasing.+ Not only is there 

a fairly general tendency toward 
greater monopoly in most industries, 
but there is also a tendency of 
those industries in which monopoly 
is important - the metallurgical 
and chemical industries, and the 
industries which produce durable 
goods - to gain in relative impor- 
tance. 

Under these conditions the 
need for a stabilizing monetary 
policy seems likely to become in- 
creasingly urgent. In the various 
proposals for monetary and credit 


1/ Professor Viner, in his lecture 
in this series, mentioned certain 
reasons for believing that greater 
rigidities existed in the 18th cen- 
tury than at the present time. But 
this is no reason for abandoning 
the generally accepted view that 
rigidities have increased since the 
latter part of the 19th century. 
Moreover, rigidities were presumably 
of less serious consequence in the 
18th century, when banking, the 
capital market, and the production 
of durable goods were relatively 
less important. 


+ om 




















reform which are being discussed 
at the present time, there is 
great variety. Their name is 
legion. But all those which can 
make any claim to scientific res- 
pectability have, underlying 
them, one fundamental idea, namely, 
‘the adjustment of interest rates 
‘in such a way as to preserfe equi- 
librium. Even those few economists 
who still hope that equilibrium can 
be maintained by the application of 
some simple, mechanical rule, would 
presumably admit that their rule 
can only be effactive if it results 
in the appropriate adjustments 
of interest rates. 
There do, however, appear 
-to be some serious limitations to 
the effectiveness of interest 
rates as a means of preserving 
equilibrium. 
The relationship between in- 
terest rate and investment, like 
all other such relationships, is 
not timeless, but involves a lag. 
The decision to make an investment 
necessarily takes a certain amount 
of time, which in some cases may 
even involve litigation over land 
or patent rights. When the deci- 
sion has been made, further time 
is consumed in planning the detaik, 
and after the actual work has be- 
gun, there is often a considerable 
lapse of time before the expendi- 
ture on labor and materials reaches 
its maximum. If it is remembered, 
further, that the effect of interest 
rates on investment is cumulative, 
1t- is cléar that at lesst several 
months must pass before any reduc- 
tion of interest rates can have a 
marzed effect on investment. The 
lag is likely to be particularly 
great when anticipations are pessi 
mistic and most business men are 
unwilling to make commitments 
for the future until they see 
other business men doing the same. 
Consequently, if a period of 
active replacement and construc- 
tion is not to be followed by 
depression, it may be necessary 
to reduce interest rates a few 


95 


months before the decline is 

due to set in.. But such a reduc- 
tion of interest rates at a time 
when expectations are mostly 
over-optimistic is apt to encour- 
age investment on an unsound, 
speculative basis; and this may 
result, at a latdr date, in™ 

a situation which makes cepres- 
sion even more difficult to avoid. 

It-is likely that this dif- 
ficulty is more serious now than 
it was a few decades ago, and 
that it will be even more serious 
in the future. It mist be remem 
bered that a stimlus to invest- 
ment may, in general, result 
from any of three things: growth 
of population, new inventions, 
and reduction of interest rates. 
The growth of population tends 
to call forth a quantitative, 
horizontal expansion of the 
capital equipment of society, 
without much qualitative change - 
the building of additional 
houses for the increment of popu- 
lation, extension of the railrad 
system to open up new territory 
for the production of additional 
foodstuffs and raw materials. By 
contrast, new inventions and 
reduction of interest rates call 
forth the construction of new 
kinds of capital goods to replace 
(not merely to supplement) the 
existing equipment. This gives 
rise to a qualitative or vertical 
growth of the economy. It also 
gives rise to the problem of 
technological unemployment. 

In all countries of mature 
industrial development, the rate 
of population growth is showing 
a marked tendency to decline. 

In several European countries 
population has already reached 

a plateau, and an absolute decline 
in numbers is likely to develop 

in the next few decades. In this 
country the maximum will be 
reached in two or three decades, 
if not before. This change must 
necessarily have a profound effect 
on the nature of capital goods 
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construction. It is at least possi- 
ble that such construction will pro- 
ceed with even more irregularity 
than in the past. During the 

period of rapid population growth, 
whenever investment came to a 
temporary standstill, a reduction 

of interest rates was sufficient 

to re-start the process of hori- 
zontal expansion in a relatively 
short time. It was fairly easy 

to see along what lines the expan- 
Sion was to continue. But at the 
present time, when further eco- 
nomic growth must necessarily 
involve a much greater qualita- 

tive change, uncertainty regarding 
the future must necessarily be a 
more serious obstacle to the revi- 
val of investment after a depres- 
Sion, and the time consumed in 
making plans and preparations, which 
tends to involve an increasing 
amount of scientific and technical 


research, must necessarily be longer. 


It seems not unlikely that 


depressions will, in the future, 
tend to become more severe and pro- 
longed, and that it will become 
necessary, to an increasing extent, 
for governments to revive purchas- 
ing power by their own expenditures. 
It is questionable whether any con- 
siderable amount of recovery, such 
as we have had since the last de- 
pression, would have developed in 
this country without unbalanced 
budgets. But the use of government 


expenditure as a means of reviving 


economic activity is also, in the 
long run, beset with serious diffi- 
culties. For unless government is 
to make its expenditures of borrowed 
funds on a remunerative basis, 

which would, on any large scale, 
mean entering into direct competi- 
tion with private enterprise, a 
stage must be reached, sooner or 
later, in which the government's 
debt is so large that no further bor- 
rowing is possible without serious 
risk of financial disorganization. 














INTRODUCTION TO THE COURSE 


"By 


Thomas C. Blaisdell, Jr. 
Econgmic Adviser to Administrator 
Resettlenient Administration 


All of us who are here this after- 
noon, I assume, have some connection 
with the Government. Whether we are 
government employees or not makes no 
difference--we all have some connec— 
tion with the Government. And as I 
see it economic life is just that 
close to government. There is no 
separation between the two. pan 

Tt is not uncommon to divide the 
discussion of problems of govern- 
ment and problems of economicse Our 
academicians in the colleges and uni- 
vyersities are responsible to a 
certain degree for that. They must 
have courses in economics, and they 
must have courses in Government. 

The result has been that they have 
separated a common body of thought, 
a common body of action, into two 
more or less similar fields, neither 
of which ean. really be intelligently 

studied without the other. . 

The courses in government are usu- 
ally concerned with administrative 
machinerye You study the. way the 
courts and the executive departments 
are organized. Elsewhere you may 
study political philosophy, but the 
courses in "govermmen " have come to 
be courses in administration. On - 
the other hand, most of the economic 
courses study "supply and demand" 
and “the market," with Little recog- 
nition of the fact that supplies and 
gemands in an actual world and their 
effect on the market. is directly 
tied in with the kind of government 
which we have- Supply itself means 
‘actual supplies in the hands of indi- 
viduals or groups of individuals who 
have the right, a legal right es-~ 
tablished by the Goverment, to with- 
hola from sale- The basis on which 
the study rests is government 

In regent years, however, we have 
been swinging back a Sit. Some of 
the early textbooks that were written 


in what woe today call "Economics" - 
yore in earlier days called the 
"Principles of Political Economy.". 
In those books this close relation-~ 
ship between government and eco 
nomics about which I am talking. to- 
day is frankly recognized. It is 
the renewed interest in that type 
of analysis which interests me in a 
course of this kind, which deals con- 
eretely with economic problems, that 
is to say, With problems of the way. 
in which people behave when they 
are making their living, as well as 
the problems of government which is 
the way groups of people organize 
in order to achieve certain common 
endse The combined study is politi- 
eal economy. And so, in future 
weeks when you have leetures in tax- 
ation, banking, and so on, thoy will 
be discussions of political economy 
Let us approach our problem for ° 
today in a Slightly aifferent waye. 
It is customary to talk about the 
preakdown of laissez faire and its 
replacement by governmental control. 
But laissez faire was 4 form of 
governmental control. What we have 
is not the disappearance of that 
government control, of laissez faire, 
of frecdom to do as you please, but 
the shift from one form of govern- 
mental control to another form of 
governmental control for different 
purposes. The problem is not "free- 
dom” versus "control" at all, it is 
one form of control versus another. 
Why does it seem that the de~ 
cisions of Government today are of 
more importance in economic life 
than they have been in the past? 
Not because the relationship between 
govermment and economics is any 
greater today than it was, but be- 
cause the economic -machine itself, 
and the governmental machine which 
goes with it, is a more complicated 
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machine. A decision in one part of 


the body politic affects another part: 


much more than it did when we had a 
simpler mechanism. 
eate relationship, how it came into 
existence, and what its nature is; 
that is the real concern of this 
series of lectures. 

I should like to give you some il- 
lustrations, drawn in broad strokes, 
with which SOG may well disagree. 


There is lots of room for difference 


of opinion. Keép one thing in mind, 
however, that I am limiting myself 
this afternoon to relationships be- 
tween economic life and government, 
and’ I am consequently leaving out a 
lot of other significant and im- 
portant things. 

Look first at the economic organ— 
ization of life in the Middle Ages. 
That is really very close to us. It 
is only a few hundred years ago, a 
short time in the life of man.. Some 
of the basic things in our own.eco- 
nomic life root in that period. They 
have their origins there, and are 
quite similar to what we have, today. 
Let us think first of the govern- 
mental organization and then of the 
economic organization. In doing 
this I am violating my own first 
cardinal principle that there tust 
be. no scparation. But we will break 
it for purposes of analysis. On the 
governmertal side we have two out- 
standing organizations-—-—the Church, 
and the Holy Roman Empire. There is 
the Church with its hicrarchy, from 
priest to pope, establishing a co- 
ordinated form of relationships with- 
in that great’ body, having courts of 


- law, holding property, administering 
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the spiritual welfare of broad lands 
--2 strong, throughly organized 
agency. On the other hand, we have 
the Holy Roman Empire, closely link- 
ed in some ways to the Church, in 
other ways quite separate--the body 
which is usually called the Govern- 
ment of Kurope during thet period. 
What was it? <A shadowy, hazy forn, 
with an emperor, some electors, and 


munerous kings and dukes, and their 
retainers and subjects loosely link- 


Lois this intri- * 


ed in a haphazard organization. It 
yas a name, almost a fiction. It met 
oceasionally, and elected an emperore 
The enperor hod little power. The 


‘real power lay in other places. 


“Here were two governmental ad- 
ministrative forms. But neither one 
of ther makes much sense until we 
turn to the other side of the picture 
and sce them in relation to the eco- 
nomic life of the time. In that eco- 
nomic life agriculture wes. the most 
inportant activity, agriculture 
organized largely on the basis of the 
manore: The manor itself was a dis- 
tinctive. institution which might be 
classed as a governmental institution 
ag well as an econamic one. This 
governmental form, this manor, oS= 


‘tablished the relations between the 


lord of the manor, the serfs, and the 
land. The lords of the menors might 
also be dukes, or hold other high- 
sounding titles. The relationship 
between the lord and the serf, and 
the feudal relationship between the 
other meribers of society who were 
above serfs in status, vas on the 
basis of rights and duties. But those 
rights end duties involved always 
cortain economic responsibilities. 
The serf had certain duties to his 
Lord, and in turn the master had 
eertain. duties to him. This was true 
whether tho manor was dominated by 

a layman or by a churchman. Many 
Church officials both high and low 
were alse heads of manors. 

The eeconomie picture then of that 
Sere re life is a series of al- 
most entirely. self-contained units, 
each unit a complete community or- 

‘nization. Any work that was done 
in these communities was related to 
all the cther work through the mecha— 
nist of the manor with the lord at 
the head centering the governnental 
form. He was the court of last re= 
sort, if you please, in decisions 
affecting all of the economic life of 
that smell body. Within the Church 
there was .a more formal relationship, 
but even then the challenge cf one 
section to another was important. 
Each was prectically independent, 
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even while recognizing the spiritual 
headship of the Pope. Likewise, the 
dukes and lords were independent, sc 
independent ‘that they would challenge 
each other, and it was on the basis 
of ‘their strength that in later 


tines we begin to see the gradual 


fornation of the European stcte. 
But here they were, strong men, each 
with his followers, +o be used es 
soldiers at one tine, es workers at 
another tinee The relationship was 
just as close as that between 
goverment and econcmics. 

Turn your attention to the manu- 
facturitig and comercial fields. 
In the manufacturing field, of 
course, (here we use the word strict- 
ly and quite ececurntely--nanuf actur- 
ing: hand-making), the organization 
of the guild was the predominant 
form. Ard these guild organizations, 
while seattered in & rough way over 
the face of Europe, were largely 
Iccal in power. It was only in the 
later days, when the ecrmercial..: 
guilds developed into strong 
trading organizations, that we see 
then in their heyday- But the intor- 
relationships are again inportant <« 
Such goods as were available were 
tradea et the fairs which were held 
at regular intervals. Many fairs, 
the nost outstanding ones, were 
connected with religicus festivals, 
and people cane long distances to 
the nost ferious ones for trading 
goods. Small fairs, serving a local 
neighborhood, met oftener, once Ors 
twice a month, or perhaps a couple 
of times a week. All of these 
forms of organization are important, 
but I think you will notice the 
difficulty I have had in speaking of 
govermnienteal forms and econcnic 
forns as separate things. The close 
relation of the guilds, the fairs, 
and the towns, is apparent. Like- 
wise the manor and the agriculturel 
life are virtuolly identical. All 
are intimately connected with. church 
and erpires. 

Another illustretion, the eity 
states of North Italy. Here is 


mercial centcrs.e 


roi 


sonething quite aifferent from the 
feudal organization. Tt really 
locks like the state, whereas the 
ancrphous Holy Roan Eupire re- 
geribles hardly at all a retion or. & 
state. . These srmll cities had real 
povers of governne iit « Wheat was the 
basis for it? Well, The cities 
were located, practically all: of; 
them, on the shores of the Medi-. 
terrancan. ,They were all) code 
They. were in con 
flict with each other, and you see 
springing up ancther governnuental 
form which is inportant with awd 8 yee 
nodern nations, the navye So the 

attles of the Middlo Ages that 
fook place on lend, on the basis of 
feudal governmental forms, with 
rough ames that went out to fight 
each other with the crudest kind of 
instruments, are mtched by the der 
velopment of naval battles between 
the ships of one maritime city .and 
those cf another maritine city. 
These were the dominant powers Te~ 
lated to two different types of 
econoriie life. 

As years roll on and we come to . 
the sixteenth, seventeenth and 
eighteenth conturies, we find this 
commercial strength in Ttely and 
Spain about the sane time, then 
later in France and England. In 
those four areas are the beginnings 


ef real national life, of govern- 


rental forms, such that we today 
might begin to recognize them.as 
national states. That commercial 
life, like the life in the Italian 
city states, came to a focus in 
navies, in battles that were fought 
o11 the way around the world. Re= 
calling your American history, you 
will remember the Spanish voyages 
of exploretion, all of which were 
closely related to the commercial 
life of the time; seeking for the 
westward routes; the trade routes. 
With the declio of Italy and. 
Spain, France and England cane to 
the fore, cnd the development. of 
the techniques of fighting and the 
use of ships are closely related . 
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to the expansion of the commercial - 
life of both those great countries. 
Again recall your American history 
and the struggle between those two 
powers for the. dcmiration of this. 
continent. Recall, as an incident 

to that long struggle, the establish- 
nent of the cclonies which later 
became the United States. This 
struggle on the seven seas wos match- 
ed on land by the further growth 
both of econotiic life and govern- 
mental’ power. 

As we cone: to the middle of the 
eighteenth century, we begin to hear 
of the rise of the bourgeoisie, of 
the strength of the city people.’ 
Now, the term of course is French, 
and in France agriculture dominated 
the scene. It is when the cities 
begin to assert themselves, when the 
commercial people grow strong, when 
ths slowly developing industrial 
life produces strong cities, that 
the conflict makes itself felt. 

When the nation, which was an agri- 
culturel nation with forms of 
governnent related to agriculture 
primarily, becomes commercial, the 
necessity for :-strong centralized 
government makes itself apparent. 
When exchange becomes dominant rather 
than production for local use, then 
central government becomes important. 

When the struggle for power be- 
tween these two groups becomeskeen, 
hard, and sharp, then governmental 
forms, the development of parties, 
and their struggle for the control 
of that government become somewhat 
separate.: Now here you see the 
growth, the shift in form as the 
econonic life has changed. Let's 
have just one more illustratoon in 
that sector. 

I have said practically nothing 
of the development of Certral Europe, 
particularly Germany, Austria, and 
Poland. That particular part of the 
world retained the medieval forn 
until the middle of the nineteenth 
century, and then through an in- 
portant invention, namely the rail- 
¢ 


!. 


road, Middle Europe developed the 
commercial character that maritine 
Europe hed had previcus to that time. 

It was the railroad, essentially, 
that made pcssible a unified Germany, 
anc the development cf all of middle 
Europe. Without such a change in 
the technique cf transportation the 
growth of these areas would have been 
next to impcssible. Here again the 
developnent of the mation as a 
strcng, central unit depended upon 
the growth of economic life, and 
ccnversely, it was impossible to de= 
velop 2a strong and closely related 
eccnomic life without a govern—- 
mental form which would keep the 
peace between the various parts and 
parties to the economic life. 

What was the development here in 
our ovm country? I referred to the 
development cf the ecclonies as an 
incident in the struggle, the con— 
merciel struggle, of western Europe, 
The time came when the American 
merchant himself was more than 
anxicus to break away from European 
rule to protect his trade and see 
to it that his interests were taken 
care of by a government cf which he 
was part. 

At the sani tine that this struggle 
between Anmcricen end British and 
French nerchants, whieh we have call-— 
ed the Revoluticnary War, was going 
on, there was another struggle taking 
place, the struggle between the 
Averican ccmmercial interests and 
the pioneer agriculturists. The. fom 
of government that we adopted re- 
flected those basic and fundamental 
civisions of interest. 

Think fcr a monent cf the Articles 
of Confederation, a loose govermental 
fom that represented the loose set 
cf economic interests cf the colonies 
scattered along the seaboard. Who 
were these interests? A group of 
commercial people who had invested 
in goverment securities, whe. cwned 
lands that needed protecting, who 
were involved in all kinds of com— 
mereial interests. Each group was 














trying to protect by local action 
interests which were nct locale 
What did we need? A central ecvern- 
nent that eould take care cf those 
interests, money, bonds, lands, a 
central army, naval protection, no 
tariff barriers. The men who met 
together in the Constitutional 
Convention to write the Constitution 
that has stood through all these 
years, worked on that basis. Basic- 
aily that is why it has lasted; be- 
cause it wes written to meet funda- 
mental needs. The form was set by 

@ grcup of men who were intinately 
acquaintea with the life cf their 
tine. 

But notice, these men were con- 
eerned with central govermmnnt, and 
another group hac not been taken i 
imto account. The men whe were not 
represented at the Convention were 
concerned more directly with local 
economic problems. he result was 
thet before we cculd have the 
adoption of the Constitution, we had 
to have the addition of the ten 
amencnents, in which lay the protec- 
tion of the local interests. The 
interrelation between the govern- 
mental form laic down there and the 
econonie life of our time was so 
close that any other way of viewing 
it seems superficial. 

Again I rerind you that there 
were other forces of importance, 
but I an not going to talk about 
those this afternoon. Given an 
Anerican form of goverrment, with 
its tri-partite set-up, let us 
think about that in relaticn to cur 
econcmic life too. A netion was 
formed: it was a growing meticne 
It expanded, tock in new states, and 
provided mew people with covermnent , 
with the Constitution itself flexi- 
ble enough so that as the character 
of econonic life chanced the govern— 
mental forms were fitted to it even 
within the Censtitution. 

And yet, strangely enough, much 
of our political life goes on out— 
side the Constitution. Think for 
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just a moment about the way in 
which we elect a President. The 
nost impertant steps are not 
menticned in the Constitution. 
After-all, there are party con- 
vontions; and party organizaticns 
which go cut to all parts of the 
nation. And yet there is nothing 
about those parties in the Consti- 
tutione When we finally get to 
the Constitutional forms thet nust 
be observed, we go through with 
then. We have developed government 
outsice the Constitution when that 
instrument did not provice for the 
svecifie forms. There is nothing 
unconstituticnal about it; it is 
just one cf those things that is 
extra-constituticnal. 

Nov with the development of 
those nev soverng.cnte1 forms we 
have else had changes within rial sary 
three major branches of the govern- 
rent itself. ‘The first exhibit 
that I would cive you would be a 
copy of the Constitution, & little 
pamphlet. The second would be this 
tome, the U. S. Gevernment Manual, 
which most of you use from time to 
time, this great list of govern— 
rent burenzuse A simple form of 
government as cutlined in the Con- 
stituticn, but in order to deal 
with the great mass and intricacy 
of our ecencmic life, you have the 
need for all these things, anc the 
end is not yet. And then in ad- 
Gition to this, there is the intri- 
cacy of state governnent, and 
nunicipal government, I just want 
you to get the breadth of thet 
picture, the impossibility of deal- 
ing with cur eecnomie life without 
having these agenciese 

To be very concrete in ¢ onnection 
with the present-day relationship 
petween goverment and economics, 

I would like to discuss briefly cne 
cf the most inportand Federal 
azencies, the Interstate Cormerce 
Comission. This Commission was 
establishec in the last quarter of 
the nineteenth century, and its 
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powers were eracually expanded until 
we now have what is popularly called 
regulation of the railrcads. What 
heve been the sources cf this ex- 
pansion? There was the demamd cn the 
part of the srmll business rn for 
the regulaticn of rates--that is in- 
portant. Also the farmers demanded 
rete regulation--that was even more 
important. Then there was the denand 
on the part of the railroads ther- 
selves for the reculaticn of cut-+ 
throat competition. Any single rail- 
road today might say "We dcn't want 
regulation for curselves", but if you 
were to ask that railroad whether 
the railroad industry shculd be left 
withcut govermental regulatoon, the 
answer would probably be "No." . Rail 
transportation simply could not 
function without this regulatory 
Supervision. There might well be ¢ 
changes in details, but basically 
tne conflicting interests are of 
such magnitude that cnly the common- 
ly recognized governmental form can 
deal with then. a 

The Cormission is a relatively 
new agency, but none cf the newer 
acencies of government are more in- 
portant than the older ones which 
are less often referred to when we 
speak cf government regulation. It 
is these older agencies which es-— 
tablish the basis cn which most of 
eur modern econonic life rests. 
Take just one impcrtant item--the . 
eorporate, form, in, American life... I. 
hope Dr. Means will.talk about that 
in considereble detail next time. 
I wish to say just. one or two things. 
The corporation is.a creation of the 
state. it is given specific immni- 
ties by the statc. How caring, how 
speculative, would the average 
corporation be today were it not for 
the privilege given tc the stock- 
holders of cornpcratiocns that their 
liabilities are limited. The very 
freedom which this privilege gives 
these corporations is mace possible 
only because of the control of. the 
state. That is the thing which i 


an really trying to say- When you 
got frecdom, you get the necessity 
for, coverment——ccntrol is inherent 
in the establishment cf freedon. 

In thinking of the relationship 
of the varicus perts cf the govern= 
nent to cur econoriic life let us 
not be ffooled by the scparation be— 
tween the judiciary, lécislative, 
and administrative parts of the 
Government. Each one cf these parts 
does the same thing in cifferent 
wayse The législature performs 
judicial functions; the judiciery 
perfcrms executive and legislative 
functions; and the executive arm of 
the gcvermment makes cecisions every 
day which are the equivalent cf 
court decisions, and at times takes 
action which closely resembles legis-— 
lation. This is a part cf the every— 
day routine for most of us if WwW 
only stop.tc think cf it. 

All of this seeming infringement 
by one part of the Goverment on 
ancther part. is really necessarye 
scme problems can be handled best 
by acdministretive vrocecure, others 
by juciciary, others by legislative: 
ithe essential question is one of 
precedure rather than cne of tages 
Gifferences in the type cf action 
taken. If we were ta make our 
judgments on the basis cf which pro- 
ccdure fits the type of action which 
is necessary, there culd be less 
confusion in ciscussing the diffi- 
culties between the courts, the ex- 
ecutive, and the 1@gislative branches 
of the Gcvernnent. 

In closing there is just one 
thing I want tc erphasize. 
ment cf the question in terms of - 
freeccom versus regulation does not 
pose the prcblem at all. The real 
question is "What kind of gcvernnent 
relations will be established with 
our economic life, and what type cf 
relaticnshins do we really need if 
we are gcing to be able to carry on 
a struggle for a healthy national 
life?" ie , 


The state— 


. 














Question- 


Be “I do have a few questions, Dr. 
Woods. I understand that this: 
lecture was to have been an intro- 
duction for this’ course on the re- 

Pe eonehiy ef goverment to.cconcnic 
life 1 hefore asking any questions, 
wel cohia wike to say that Mr. Blais— 
dell's lecture raised the nost.in- 
portant gqucesticn for that course 

y which could possibly have heen 

i, raised. Since the basic questicn is 
* éne that is controversial, and since 
it is my task tocay, as a questioner, 
te disagree with the thests of the 
speaker, I am going to raise the 
orposite point of view. 

Mr. Blaisdell, you have saic 
that sovernmental anc economic life 
are the same, that they are part of 
one discipline and essentially the 
same thing, and it seems tome that 
if that is true, that would imply 
that in their actual physical counter- 
part in the structures cf covernnent 
anc economic life they should be made 
ome. In other words, that the state 
should be the controlling agency for 
ll our econoriic life, it secris to 
apply that the state should ovn ell 
of the property and cperate all our 
factories and distribute the pro= 
ducts of those factories to all the 
people. My first question is, do 
you agree with that im lication, and, 
if not, what limitations woulc you 
put upon it? 


_ Answer- 


I take it, the question is - 
should or should not the state own 
_ the means of production? 
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DISCUSSION 


Questi on=- 


Yes, I think that would be ite 


Answer- 


It is a matter of opinion. I 
will give you my opinion. There are 
times, amd there are situations in 
which the state shuld, without 
questicn, own the means of production. 
I believe that there are other cascs © 

net oe Lt naaae not be ee where 


made ‘to fongetcn Gah a ee a of 
legel releticnshirs between the in- 
dividuals who make the productive 
mechanism function and the mechanism 
itself. 


Question- 


“ell, another question that you 
raised in my mind was in connecticn 
with the extensiveness, as opposea 
to the intensive voint in our eco- 
nomie life, to which the state should 
reach, and fin tracing the develop- 
nent of government and economic life 
fron the Middle Azes up through 

modern Eurcpe and to the United 
States, you pointed out that in the 
earlier period at least the function— 
ing governmental unit was co-exten- 
sive with the economic unit, as in 
the Italian city states and feudal 
nanorse As I consider the economic 
life of today, it seems to ne thet 
its linits shen nowhere. In other 
words, the world, as has been 
nointed out eg is today am 
economic unit, ani I wonder, without 
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pushing for a direct and immediate 
world state, whether you do not think 
that perhaps the logical future de-— 
velopment of government should be in 
directicn of a state of which we are a 
era and, if not, co you Think, 2s 
many .pecple do, that instead of ex= 
tetiding the ghate to neet or to 
eover the world econonic organ- 
zation of which we are a rart, it 
Hight be wise instead, because of 
political situations, to lirit the 
economic life, as many nations at 
present are trying to co, to the 
limits of the present states? 


Amswer— 

I hate to be dogmatic but I would 
like to put it this way, thet when the 
national, or when the worldwide eco- 
nomic interests do tredominate in the 
form of a poverful economic organ- 
ization, we Will have a world state. 
You can not separate the two things, 
and the unification will just come, 
although not by masic or anything of 
that sort. kd oes: things are: so 
much & part of each other that, as 
the situation is ietane you have 
ecireles in which various national 
intcrests come to a head-on clash. 
First the comercial engines of war 
meet and fight in the eccunorie 
markets, and later they use the 
battlcshins. However the inter-re- 
lationship even.today of our eco- 
nomie life om a world scale rests on 
a fragile, base, and it is' not sur- 
prising. that eR ee Te covern= 
mental forms have not become very 
strong. You might draw the amalogy 
at the present day between the 
League of Netions and the- Holy 
Rorian Empire. They are very sinilar 
institutions. 


prescribed 


— 


Questi on» 


T have cne more question, not 
quite as broad as the cther two, and 
then I will cive the rest of you a 
chance. The extra+-constitutional 
covermient agencies which you have 
described in your survey, as you 
pointed out, meet at points with the 
coustituticnal egencies which we have 
and with the vrovisions for the ex— 
pansicn of our gZovermient which act- 
ually are in the Constitution. 1 
wonder if you would tell us what you 
think about the effectiveness of 4 
progran cf rewriting the Constitution 
or amending our Constitution in order 
to bring the extra—constitutional 
agencies within the scope :f the actu- 
el written document. Would you think 
that it would make these orranizations 
more effective if such a general 
policy were to be followed? Of course, 
I am not talking in terms of changing 
the Constitution in one swoop, but 
just the generel policy of trying to 
questicn the idea of bringing under 
the Constituticn certain agencies 
which seem to be caused by changes 
in cur economic life. 


Answer=— 


Personally, I think it would be 
tregic to try to incorporate these 
extra-constitutional things in the 
written document, anc my reasons for 
it might be a little bit peculiar 
but I will sive them anyhow. whether 
it is in the executive arm of the 
governnent, or whether it is in the 
judicial arm, or the legislative sroy, 
there are certain rituals which have 
to be gone through with, certain 
ways in which to operate. 


In the executive branch we call it 
read tape, in the legislative branches 
we call it parliamentary law, or 
sonethine like that, anc in thellegal 
branches we call it legal procedure. 


' 
‘ 
« 























In every one of the goverment forms 
we have certain things to go through 
with tc be sure that we set to the 
intenced cbjective. In cur Consti- 
tution it is something like that, - 
there are certain things we have to 
go through with in order to be sure 
that we get there. Sone of them take 
on great importance, cthers take on 
less im=crtence, ana these ritual- 
jetic things are 2 part cf all of our 
lives and I, for one, cc not want to 
get rid cf then. To think of the 
Constitution in terms of a mechani- 
eal docurient would seem to be tragic 
because it would wreck all of our 
good rituals. 


Question- 


Dr. Blaisdell, in answer to the 
first question of Mr. Swanger, it 
Was pointed out that there are 
certain justifications for the 
governne nt ecntrelling the means cf 
production in scue cases anc not in 
others. I wonder where we could 
draw the line. 


Answer 


T ean not answer the question 
because, as a general sroposition, I 
think there are no general rules for 
govermient operetion.e I renenber 
when I was a student at the universi- 
ty, one of ny most revered professors 
gave me e list of rules by which I 
could tell which agencies should be 
owned and operated by the goverment. 
Of course, the post office was one, 
and the schcols ancther, ste. I 
have had the feeling that it is a 
natter of taking particular incus- 
tries in connection with particular 
techniques of operation and studying 
out, on a technical besis, how we 
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can secure the best operation of 
those industries. I know that is 
not e satisfactory enswer but it 
is the best that I have been able 
prion choirs 


Questi on- 


Mr. Blaisdell, there are & 
good many extra-constitutional 
acencies, like trace associations, 
employers’ associations, trade 
unions, ccoperative agencies, etc., 
which exercise control cover eco- 
nomic beheviour. Frem your point 
of view then, they exercise govern 
mental control. New, woulc you 
advise expanding the power of these 
orranizotions, whether voluntary 
or couporative, or limiting their 
nower through bringing then under 
erenter regulation of the state? 


Answer= 


I recognize your point, and I 
think it is well taken, in drawing 
attention to this type cf agency 
which does perform a type of re- 
culatory funetion and yet is net a 
rart cf the state. The reason i 
did nct speak cf that kind of agency 
nore in detail was that I was talk- 
ing particularly of government it- 
self. You are asking about the 
border line between these two. 
Again, I feel that it is not & 
question of what we ought to ¢o, or 
where we should draw the line, so 
much as it is a question as to where 
is the line which these agencies 
thenselves and those that are op- 
posing these agencies Will draw - 
will they draw the line so as to 
make them universal in their scope 
or by cutting limitations on their 
scope. That becories a pragmatic 
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question in Kenee etl on with. particu- 
lar associations. .To be specific, 
one of the larger manufecturers’ 
associations in the lumber industry 
performs an important cracing 
function the results cf thich are 
recognized as legally binding, yet, 
we will say this is a mon-sovern-— 
mental function. On the other hand, 
in the grain trade, for instance, we 
have goverment insrectors who do 
essentially the same‘thing. This 
border line is the place where the 
struggle is going -n eontinuously as 
to whether we shall incor:crete in 
the government a particular mechanism 
or leave it outside the governnent. 
I would be just as undogneatic in that 
as I am in the question cf ~ublic 
pwnership. There agnin, it isa 
question of the study of the situa— 
tion and working cut the best way in 
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which to solve the rroblem at hanc. 


Question- 


I wender if it wauld be perti- 
nent to make sane menticn of the re- 
search agencies which have been de= 
velcped -— that the United States 
Governnent has a number’of research 
agencies, but it has been also said 
that they are largely unccnsolidated. 
I would like. to ask if you would 
caument on that fact -— there are the 
Central Statistical Board, the Nat- 
icnal Emergency Council or the 
President's Council, the Library of 
Congress, anc so on, - if these are 
coordinated and if net, whether they 
should he so, and -how. i 


Answer- 


‘*T would like to say this about 
research in fovernnent — that threugh 
its research the goverment has made 


tromendous contmibeticns to our eco— 
nouie lifes The success of any re- 
search is dependent to-a consider= 
able degree on the freedom. with which 
it is given to move this way or that 
way. That is what it is. It is&@ 
search, and the minute you try to 
coordinate it toc closely for fear 
this man is going to overlap that’ 
rian you defeat that purpose =— it may 
be they are both searching in the 
sane raterial anc the .cne man fincs 
what they are looking for and the 
cther coesn'te. In many fields we 
have had thousands searching and 
only one has found the answer, but 
if we hed not had the thousands 
searching, perhaps the one would not 
have fcund ite 

I am fearful, therefore, of too 
much attempt to correlate and cocrdi- 
nate. At the same time, there are 
limits to which any expansion of that 
kind of thing can.go end it is tee 
the purzose cf drawing these linit— 
aticns that a reascnable amount of 
coordination is required. 
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MONETARY CONTROL 


By - 


Dr. BE. A. Goldenweiser 
Director of Research and Statistics 
Federal Reseéarve Hoard 


I haven't prepared a lecture 
and I hope that you will bear with 
me for a little, while I outline 
in a general way some of the 
thoughts that occur to me on the 
subject. Incidentally, I did not 
select the subject or name. If I 
had, it would not have its present 
name, "monetary control", because 
I do not like either of the two 
words, particularly the last one. 

Control implies pretty con- 
plete ability to handle the situ- 
ation, complete to the point to 
which few human powers can aspire. 
We can sometimes influence condi- 
tions. We can exercise such in- 
fluence as we have in one direc- 
tion or another, but there are few 
economic factors that human instru- 
ments and human ability have 
learned to control, and I think 
that it is particularly wise to 
avoid that phrase in most connec- 
tions, because while it may be 
used with a lot of qualifications 
in the minds of the user, with his 
tongue in his cheek, it creates a 
misleading impression of a belief 
in the ability to control eco- 
nomic facts completely. 

I am not going to talk about 
the various kinds of controls that 
exist but I am firmly convinced 
that monetary control does not ex- 
ist and that, within tne framework 
of our economic and political or- 
ganization, monetary control can 
never exist. It will not exist 
until such time, if such time ever 
arrives, wuen tho government will 
control substantially all economic 
activity. 

I said that I did not like 
the last word of the title, well 
I do not like the first word 
"Monetary" either, because it 
generally has 4 connotation that 
is not as broad as the conception 
of control of money and credit, 
because "monetary" very frequent- 


ly means control through the mone— 
tary units, gold and silver, which 
restricts the field even more than 
st needs to be restricted, so that 
if I. were naming what I wanted to 
talk about, I would say something 
like "The extent to which a governe 
ment agency can influence credit 
and currency developments towards 

a definite objective." It probably 
could be reduced to four words, but 
it gives you an idea of what I have 
in mind to talk about more precise- 
ly and accurately than the words 
"Monetary Control." 

There has not been much success 
achieved in the field of monetary 
management or credit control in this 
country and in my opinion in any 
country, although no doubt there are 
different views on that subject. 

If you take the developments in this 
country since the establishment of 
the Federal Reserve System, prior 

to which there was no effort at any 
central control at all, if you take 
it since that time and view the _ 
period of inflation that occurred 
between 1917 and 1920, contemplate 
the period of deflation, violent de- 
flation, in 1920-21, take the period 
from 1922-29 with its gradually in- 
gidious inflation of a specific 

kind that developed, and then con- 
sider the collapse of 1929 culmin- 
ating in 1933 with the closing of 
all the banks, and view efforts to 
revive business by monetary means 
since that time, I think that there 
can be no two opinions about the 
foct that up to date the science of 
monetary control or the art of mone- 
tary control, whichever it may be, 
has not yet reached the stage of 
creditable performance. And if we 
are ever going to have it, it is 
perfectly patent from this record 
that that art has not yet reached 
the point of serving the purpose of 
maintaining business stability, or 
price stability, or any other 
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objective that may be assigned to it. 


It is perfectly clear that the techni- 


que has not as yet been good enough 
to prevent undesirable excesses in 
the credit situation in either direc- 
tion, either in the way of prevent-— 
ing enormous expansion or ruinous 
collapse. 

I think that it behooves us to 
be very humble about it because it 
is a record of failure. I do not 
want to convey the impression of 
calling it a record of failure of 
the Federal Reserve System or of 
the Federal Reserve Board or even 
of the banking system, because it 
is a failure that is much broader 
than that. I think it is the fail- 
ure of our economic institutions. 

I think nearly everything has fail- 
ed, otherwise we would not have had 
the kind of depression we have had 
with the kind of suffering and the 
continuous army of unemployed. 

All I mean to say is that the field 
of which I speak has not yet demon- 
strated that it can be used in a 
way to prevent or even to moderate 
materially the broad, wide, some- 
times abrupt fluctuations in the 
course of business and that there- 
fore the subject that I mentioned 
as the one that I would speak 
about is very much more appropri- 
ate because much more modest than 
the broad and somewhat arrogant 
title of monetary control. 

There are those who believe 
that whatever influence is exerted 
in the credit field should primari- 
ly concern itself with the quantity 
of credit and that many of the dif- 
ficulties that have arisen came 
from the fact that there has been 
too much attention paid to quality 
and not enough to the quantity. 
That is one view. There is an- 
other school that believes that 
the control of quantity is neither 
feasible nor particularly desir. 
able because more stress should be 
laid on the demand side rather than 


on the supply side. This school 
claims that the failure of the 
banking system is largely due to 
the fact that banks were permitted 
to get into an unsound condition 
and that better supervision, bete 
ter legislation, closer control 
over the banks would have prevent-— 
ed that part of the depression 
which may be traced to credit 
policy. These views represent two 
opposing schools, both of which 
are emphatic in their views and 
grant little or nothing to the 
other point of view. 

It is my opinion that under 
ideal conditions, which of course 
never exist, the two are essen- 
tially identical because if one 
had complete control of quality it 
would limit quantity, and if one 
had complete control of quantity, 
it would determine quality. To 
explain that in a little more de- 
tail, I mean that if we had such 
complete power and authority over 
the banks that no loan was ever 
granted and no investment ever made 
that was not fundamentally sound 
and in the interests of the general 
economy; if the proportion of a 
bank's funds that went into loans 
and the proportion that went into 
investment, and the character of 
the loans and investments were all 
definitely subject to control and 
were responsive to it, it is rather 
obvious that the aggregate amount | 
would be one that would also be in 
the best interests, because every 
loan and every investment would 
serve a useful purpose and would 
have been granted with due regard 
to developments in the particular 
line in which the loan and invest-— 
ment went, and to general develop- 
ments. It would, therefore, be 
adapted to existing conditions, 
and you would have a situation 
where qualitative control would 
give you a complete control of 
quantity. 
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On the other hand, if you had .. 
a complete control of quantity so 
that the amount of money would al- 
ways be exactly the right amount 
for the needs of business, and by 
the needs of business I do not mean 
the desires of business, because the 
desires may exceed or fall short of 
its needs, but the legitimate de- 
needs, the needs that were in the 
best interests; in other words, if 
money knew better whether it is 
needed than the people who want to 
get it, you would have a control of 
quantity that would carry with it a 
control of quality, because if you 
could not get any more than was 
wanted, any more than was good for 
the country, the chances aro that 
the distribution of it would work 
out fairly reasonably and that in 
the aggregate you would have a situ- 
ation in which the quality of your 
loans and your investmentswould be 
fairly good, granted a reasonable 
qaality of management. So that in 
ideal conditions, both of those 
schools would find themselves in 
the same position. They would find 
that a very complete, thorough con- 
trol of one involved as a corollary 
a pretty complete control of the 
other. 

The truth of the matter is 
that, whichever is the more impor- 
tant, there are many obstructions 
in the way of complete control 
either of quantity or of quality of 
money. 

To mention briefly the limi- 
tations on qualitative control: 

One is the widely dispersed author- 
ity for chartering banks. Banks 
are not all chartered by the 
Federal Government. They are char- 
tered by all the State authorities, 
and there is no uniformity in legi- 
slation or supervision, A bank or 
branch may. be chartered legally, a 
great many may be chartered legally 
for which there is no economic need, 
and they may, by their very numbers, 
become a danger to stability. 
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Another limiting factor on the 
control of quality, which is closely 
related to the one before, is the 
dispersion of supervisory authority. 
All laws determining what banks may 
and may not do, the laws that pre- 
scribe the reserves that banks must 
hold, the laws about examinations and 
the quality of the examinations, 
differ from State to State. The 
Federal Government which has super- 
vision over only the national banks 
and in a minor degree over the State 
banks that are in the Federal Reserve 
System, does not have the authority 
to make the banks that are outside 
comply either with the law or the 
practice that may be established by 
the national bank. That, of course, 
is a great limitation on qualitative 
control. 

I might say in passing that even 
if all the banks were subject to one 
authority, there would still be great 
limitations to what can be accom 
plished by supervision because the 
best supervision in the world cannot 
take the place of wise management. 

In the first place, no examiner can 
be in a position to know all of the 
circumstances of every transaction 

in every bank no matter how consci- 
entious or wise and experienced he 
may be, but in addition to that, 
there are a great many things that 
may happen in between examinations 
that could not be foreseen or pre- 
vented by the examiners. So, there 
are real limitations on what the very 
best supervision can do, and that ale 
so constitutes a limitation on quali- 
tative control. 

The fact that we have 15,000 
banks makes supervision very much more 
difficult, makes the control of 
quality very much more difficult be- 
cause it makes it very hard to supply 
enough banking talent for all those 
banks and to have anything like a 
well-established banking tradition 
and banking principles. It is very 
much more difficult to accomplish 
that with the large number of banks. 
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that we have than it has been in 
such countries as Canada and the 
other countries of the world where 
there are, generally speaking, only 
a few large banks with high-grade 
talent at the top and with mutual 
understanding, and with a well- 
developed tradition. Whether or 

‘ not our policy of preventing the 
consolidation of banks and branch 
banking has had justification in 
our American circumstances, in our 
American traditions, is a bigger 
subject that I can go into today, 
but the fact that the multiplicity 
of our banks makes qualitative con- 
trol much more difficult I think 
would be granted by anyone. 

Another limitation on the con- 
trol of quality is deeply rooted in 
human nature itself and in economic 
conditions. Frequently what looks 
quite good as Mindividual thing 
may be pretty bad when there is a 
lot of it. In other words, a loan 
on sugar, for example, at-a fairly 
high price may be a good loan for 
the individual bank when the bank 
knows the borrower and feels that 
his credit is good, but if a great 
many banks are making a great many 
loans on sugar, it may develop in- 
to a bad speculative situation in 
the sugar market sending the price 
of sugar up to 30 or 35 cents and 
then having it tumbling down to six 
cents in the course of a few weeks, 
with the result that a great many 
of the loans turn out to be bad 
loans. The point I want to make 
is that in the judgment of the bank 
the transactions that come to it may 
frequently be perfectly good as far 
as the particular transaction is 
concerned, and yet may not be so 
good in an aggregate situation. 

It is not so easy to see what is 
happening in the whole field as it 
is when there are fewer banks. 

And still another limitation 
on qualitative control is the fact 
that there are a great many things 
that are outside of the influence 


of the banks and still may affect 
the, situation and may result in 
disastrous conditions. For in- 
stance, a group of loans by a number 
of banks may be perfectly good, even 
in the aggregate, and yet may be- 
come entirely bad by the occurrence 
of a drouth or by the occurrence of 
an over-supply somewhere else, by 

a collapse of the foreign market, 

by a collapse in prices, or by any 
number of economic mal-adjustments. 
In other words, banks, being only 

a part of our elaborate economic 
mechanism, may find themselves com- 
pletely overwhelmed by economic mal- 
adjustments. for which their own per- 
sonal powers do not prepare them and 
against which they could not have 
safeguarded themselves by the exer— 
cise of the greatest wisdom and the 
ereatest talent in management. In 
other words, so long as our money 
economy is subject to the tremendous 
contortions that it has been subject 
to, a complete qualitative control 
of bank credit is not. feasible. 

Perhaps that is enough on the 
subject of the limitations of quali- 
tative control. I want to say a few 
words also on the limitations of 
quantitative control. 

The Federal Reserve System, 
which is national and is the body 
responsible for such influence on 
the volume of credit as may be pub- 
licly exercised, has a number of 
powers into which I do not think I 
could go today but with which you 
are probably familiar. But there 
are other agencies that have powers 
that may at any time greatly inter- 
fere with such quantitative control 
as the Federal Reserve System may 
exercise. Principally the Treasury. 
Under our present legislation and 
monetary situation, the Treasury is 
a monetary authority in its own 
right. It has the power of increas— 
ing the supply of reserve money 
through the purchase of silver, 
through the issuance of greenbacks, 
which it has authority to do up to 
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$3,000,000,000, if it chose to do 
so, and through the spending of the 
stabilization fund of $2,000,000,000. 
The instruments of quantity control 
possessed by the Federal Reserve 
System through open-market opera- 
tions, rediscount rates, changes in 
reserve requirements, and in margins 
for security loans, are not the 

only powers in existence. Another 
authority has adequate powers to 
frustrate, if it chose, any quanti- 
tative policy that the Federal Re- 
serve might choose to adopt. 

The monetary powers are dis- 
tributed among two agencies that 
have no official need to cooperate, 
although they have every economic 
need, and as a matter of fact al- 
ways have cooperated very well. 

But outside of that, even if the 
powers were concentrated in one 
authority, there would still be 
great limitations on quantitative 
control. This has been very well 
illustrated in the last three years. 
The Government policy has been in 
the direction of easy money, creat- 
ing deposits; the Government has 
created a great many deposits and 
it has made it extremely easy for 
private individuals to borrow at 
very profitable rates, and what has 
happened? Government borrowings 
have created deposits, but the 
volume of business has not increas- 
ed anything like in proportion to 
the increase in the volume of money 
and there has been a great diminu- 
tion in the velocity of those de- 
posits. 

I am not saying that the effort 
was not worthwhile and that it has 
not done a great deal of good, but 
I am pointing out the limitations 
of that power. You can create de— 
posits, but you cannot make then 
circulate. On the other hand, as 
far as private deposits are con- 
cerned, you cannot even create them 
because no matter how easily money 
may be obtained, no matter how low 
money rates, you cannot make people 
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borrow if they do not see the pros- 
pect of profitable use of the bor- 
rowed funds, and you cannot make 
banks lend if they are under the in- 
fluence of fear, as they were in the 
earlier part of the depression. 

With the liquidity complex on the 
part of the banks and with the great 
and well justified hesitancy of busi- 
ness in the light of what happened 

to business in 1930 and 1931, it has 
not been possible, notwithstanding a 
continuous and strenuous easy money 
policy on a scale greater than has 
ever been pursued anywhere in the 
world at any time to reestablish 
private borrowing. The present vol- 
ume of loans is still near the bot-— 
tom. While deposits have been creat- 
ed by Government borrowing, and the 
volume has been restored to practi- 
cally what it was at the peak, the 
use of these funds by the owners for 
spending or investment and the bor- 
rowing of them by business has been 
so much less that the volume of busi- 
ness is still much below what it 
ought to be to keep this country 
prosperous. : 

In addition to those limita- 
tions which might be overcome by cer- 
tain policies or certain methods or 
proposals that have been made, and I 
am not going into them today, there 
is the limitation in which the Treas- 
ury figures again in a different 
capacity. I was speaking of the 
Treasury's monetary powers a while 
ago, but even the Treasury's direct 
fiscal powers, the powers which by 
all logic belong to the Treasury and 
must be exercised by the Treasury 
have a great bearing on the control 
of the quantity of money. Whether 
the Government is going to spend a 
lot of money or not, and if it is go- 
ing to spend it, whether it is going 
to spend it by raising it by taxation 
or by borrowing, and if it is going 
to raise it by horrowing, whether it 


'<4g3 going to borrow from banks or bor- 


row from investors; how it is going 
to repay its debt, where it is going 
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to hold its deposits, how it is going 
to handle its numerous trust funds; 
all those factors have monetary signi- 
ficance and a bearing on the quantity 
and distribution of money. They can- 
not be ignored by any monetary authori- 
ty. It means, therefore, that a com- 
plete coordination of fiscal policy 
with monetary policy on a scale that 
has never yet been vizgualized or car— 
ried on in any country will have to 
be developed before an adequate con- 
trol or influence over the quantity 
of money can be established. In the 
final analysis, a really complete 
control of the quantity of money 

does not seem to me to be possible 
without a very complete control of 
the flow of the national income and 
its distribution, and that means a 
very definite degree of control over 
private enterprise and private under~ 
takings in private life, on a scale 
that we have not as yet been pre- 
pared to contemplate with equanimity. 

I have traced all these limita 
tions not in a spirit of skepticisn 
nor in a spirit of apology for the 
limitations of what our particular 
institutions can accomplish. I have 
sketched them for the purpose of in- 
dicating that it is best to recog- 
nize that we are working in a very 
complex scheme; that we have. noth— 
ing like complete control and that 
there are economic and human factors 
that limit complete effectiveness of 
the control. 

The question may be raised 
whether in the light of what I say 
the well~known principle that the 
central bank should be entirely in- 
dependent of the Treasury or of the 
Government, will stand up. In any- 
thing like the sense that the ad- 
vocates of that independence use 
it, it does not stand up. The 
Federal Reserve authorities cannot 
effectively operate without com- 
plete cooperation with the Treasury, 
not only under the present and ex- 
ceptional circumstances, but even 
under the best circumstances. Even 


if all monetary powers were in the 
Federal Reserve authorities, there 
would still be the power of taxation, 
of determination of the amount of 
borrowing and redemption. Those 
factors are important parts of mone- 
tary management, and yet have a 
number of angles that have nothing 
to do with monetary control. It 
is therefore perfectly logical 
that the monetary authority and 
the fiscal authority have to work 
hand in hand, closely together, so 
that the sense in which the slogan 
"the central bank must be in- 
dependent of the government" has 
been generally used does not, it 
seems to me, fit the circumstances. 
It was primarily a reaction 
against the experiences of Europe 
during the War, when the Central 
Banks became adjuncts of the treas- 
uries and means of issuing fiat 
moneys In the final analysis, 
even that is not the root of the 
matter. The root of the matter is 
that there was a war at all, be- 
cause when there is a war, you 
cannot finance it by taxation be- 
cause you would not have the sup- 
port of the people — at least so 
far you never could — and if you 
are not going to finance it by 
taxation, and if you cannot stop 
to economize when the one and only 
national object is to win the war, 
you have to spend the money, and 
therefore you have to inflate. 
Whether you are going to inflate 
through a Central Bank or whether 
you are going to inflate through 
the printing press is not a mat- 
ter of vital importance. Of the 
two, inflation through the Cen- 
tral Bank has the advantage of a 
little more restraint, and parti- 
cularly more restraint after the 
crisis is over, because if you 
have an inflation that does not 
cost anything, it is much more 
likely to continue to be doing 
mischief when the particular 
necessity has passed. The cry for 








independent Central Banks, independ- 
ent from the Government, was an out- 
ery caused by the painful experience 
through which most of the European 
countries went during inflation, dur- 
ing and after the War. It was,as so 
many of the slogans of that sort are 
@ partial idea resulting from a 
particularly painful experience. 

In my opinion, the independence 
of a Central Bank is important. It 
is important, however, if you under- 
stand it in the sense that the mono- 
tary authority, whether it be a 
Federal Reserve System or a central 
bank or whatever name it goes by, 
should be so familiar with its sub- 
ject, should have so high an under- 
standing and wisdom, courage and 
public spirit that the fiscal au 
thority would not for one moment 
consider undertaking any policy that 
had any monetary bearing without 
full consultation with the monetary 
authority. Both have the same ob- 
jective of the public service and 
the public welfare. They must work 
out in so far as possible such a 
monetary procedure as will best serve 
the best fiscal policy, and suggest 
fiscal procedure as will serve the 
best monetary policy, - in other 
words, a complete exchange of infor- 
mation, each being expert in a some- 
what different field. 

To that extent a central bank 
should be independent ~ in the sense 
that its advice should be taken in 
matters that have a monetary bearing. 
I think it is in that sense and in 
that sense alone that the Bank of 
England is independent. The Bank of 
England is extremely close to the 
Treasury. ney have constant, daily | 
consultations, and the Treasury does 
not undertake a refunding operation 
of any kind, or any important fiscal 
action, without consultation with 
the Bank of England, and the Bank of 
England would not at any time do 
anything that would embarrass the 
British Treasury, but they are in- 


. dependent of each other in the sense 
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that they meet as equals, they have 
respect for each other and they work 
out a common policy on both fronts 
that is to the best interestsas 

they both see them. I think it is 


‘ probably fair to say that because 


of the greater permanence of the 
management of the Bank of England 
and the very high degree of talent 
which it usually commands, it may be 
that the Bank of Engiand has more 
influence on the Treasury than the 
Treasury has on the Bank of England. 
I don't know whether that is adso- 
lutely so or not, but it certainly 
comes nearer being so than it is in 
any other country of the world. It 
is a matter of the specific weight 
of the personalities in control of 
the management. ; 

The point I want to make in 
that connection here is that in 
order to even approximate an effec- 
tive influence on monetary develop- 


‘ment, we have to work out a pro- 


cedure by which the fiscal and mone- 
tary authorities will work hand in 
hand. I think, myself, that even 
the fiscal and monetary authorities 
together could not completely con- 
trol the business cycle, if you want 
to use that phrase, because I think 
that that cycle depends in the final 
analysis on the volume and distri- 
bution of income over which neither 
of these authorities has or can 
have absolute control. There are 
still other phases which would have 
to be adjusted so long as the work 
is in the general framework of our 
present economic set-up. | 
Recognition by monetary authori- 
ties of the limitations of the field 
in which they can be effective is 
not to my mind a discouraging re- 
cognition. It seems to me it is 
a stimulating recognition. It is 
very much better to know what the 
limitations are and to adjust your— - 
selves to them and to try to remove 
them in so far as possible by co- 
operative methods and by whatever 
means may come to hand, than to have 
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a belief in a limited number of in- 
struments of control which are ex- 
pected to be patented for the pur- 
pose of accomplishing the impossible. 
Just one more word before I 
close. In connection with this dis- 
cussion of the controls and parti- 
cularly the limitations of the con- 
trols, — the question arises of the 
objective of the controls. What 
should be in general terms the ob- 
jective towards which all these 
powers such as they are and such as 
they are not, be exercised? Fre- 
quently, the objective mentioned 
is price stability. It seems to me 
that price stability as such is at 
best only an extraneous matter. It 
may be desirable to prevent violent 
fluctuations of the general price 
level, but the price level consists 
of so many different extremes that 
the limitation on changes in the 
total is not always reflected in a 
healthy situation of the constitu- 
ent parts. Prices are in any case 
only one of a large number of things 
that need to be considered. I can- 
not go into that big subject today, 
but I wanted to say that I think 
that one of the false objectives 
that has been advocated by many 
monetary theorists is. the objective 
of price stability. It has been 
abandoned by many of them. I think 
that it is probably true that even 
business stability may not be a 
logical objective, because stabili- 
ty might mean lack of growth and 
development. It might mean an at- 
tempt at a status quo. I think 
that, while most people who advocate 
it would recommend limitations of 
it, it seems to me that it stresses 
a factor which in our unstable human 
nature is not a particularly appeal- 
ing or effective factor. I think 
that so far as we can formulate an 
objective, it should be a full uti- 
lization at all times of all the 
resources of the nation, both human 
and material; in other words, to 
use all the material resources and 


all the human resources of the na- 
tion.to full capacity. hey | 
I think that carries with it” 


-an implication of proper distribu- 


tion, because a full utilization at 
all times, I think, in the final 
anolysis, means a reasonable and ef- 
fective distribution that would con= 
tinue toward utilization of all re- 
sources. I think the objective of 
monetary policy should be a full 
utilization of the nation's capacity, 
and towards that objective the mone- 
tary authorities will have to work with 
such instruments of influence and 
cooperation as they may possesse 
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Question — Sweden is supposed 
to have exercised a considerable de- 
gree of monetary control. They are 
supposed to have kept their price 
level in that case constant. I would 
like to know whether you think that 
is a fact, and, if so, whether or not 
it has been successful. 

Answer = I realized, when I ex- 
pressed a doubt about whether it has 
been successful anywhere, that Sweden 
would be mentioned. I am not abso- 
lutely prepared to say whether it 
has been successful or not. I think 
that Sweden has had a good deal of 
recovery and a pretty stable price 
level. I think it is very likely 
that there are a great many other 
elements in that picture besides 
monetary control as such. I know 
that, at the time I looked into it, 
tho maintenance of a fairly stable 
price level seemed to mean primari- 
ly that the Swedes had gotten less 
for what they sold and paid more 
for what they bought, and that it 
averaged out as stable, with no parti- 
cular benefit for the poople. I do 
not think that is any longer true. 

I think they have since developed 
beyond that point. It is a field ~ 
that needs pretty careful further 























study, and it is a much simpler eco-= 
nomy than ours. I think it is not 
unlikely that they have been able 

to accomplish more in that field 
and rather more conscientiously and 
deliberately than most other cowm- 
tries. 

Question —- I was interested 
in your statement that a reasonable 
objective of monetary effort should 
be to accomplish a further utili- 
gation of resources. That is ex- 
pressing it in general terms. I 
was thinking of the present time 
when we are seeking a fuller utili- 
zation of resources, and was wonder- 
ing what particular things a. central 
monetary authority might do to -ac- 
complish that further utilization 
of resources. ii 

Answer — That is putting me 
on the spot. It is much more than 
I can answer in a minute, but I 
should say in a general way that, 
at this particular time, with re- 
covery proceeding at the rate it is 
proceeding, the best that a monetary 
authority can do is to try to en- 
courage business activity in bor- 
rowing and lending for the purposes 
of business activity, and at the 
same time keep as much of a firm 
hold as possible on speculation, 
especially in particular fields like 
the stock market, real estate nar- 
ket, and other places where it may 
be developing. I think that we are 
not starting from scratch. We have 
@ situation that is fuli of wreck 
age, and in charting our course we 
have to follow a rather dangerous 
course to avoid the rocks. It 
seems nevertheless clear to me that 
at this stage there should be more 
attention paid to the general 
methods to be prosecuted. 

Question - You stated that the 
objective of control should be the 
full utilization of the resources, 
and rejected the idea of price stabi- 
lization as being an objective. 
There are certain divisions of the 
Department of Agriculture which 
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think a great deal of trouble has 
been brought about through the dise 
parity between the group of agricul- 
tural prices and the group of in- 
dustrial prices. Can monetary con- 
trol, using it in the broader sense 
that you have spoken of, do anything 
to correct the disparity in levels 
between those groups of prices? 

Answer - That is just exactly 
why I am not in favor of price stabi- 
lization, because you can have a 
great maladjustment of aifferent 
elements. I think, speaking in the 
terms of the regular monetary theo- 
rists, they always say that the ad— 
justments between different groups 
of prices are outside the field of . 
monetary control. ‘They are things 
that have to be worked out by other 
lines of activity and endeavor. I 
think that something can be done 
through national monetary and credit 
policies to help adjust our price 
Levels within price groups; that, 
for instance, you can influence com- 
modities with world markets easier 
than commodities without world mar- 
kets. Sometimes by some broad action 
that would affect one or another of 
the groups you can accomplish some- 
thing, but, generally speaking, I 
think those problems must be worked 
out by othor methods. I don't quite 
see how the tools that are in the 
hands of the general monetary and 
fiscal authorities at the present 
time can go very far. 

Question - Do you think the 
English system of depending on the 
bank rate is the most effective in- 
strument that may be used and if 
that is available in times of de- 
pression like the one we have just 
been through? 

Answer - I do not think that 
is any longer the British rule. Il 
think you mean the system which was 
supposed to be the classical English 
point of view prior to the War. I 
think that the British are very much 
Less willing to depend on that than 
they used to be. I don't think in 
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the:existing circumstances in this 
ceuntry that this is of any conse-—. 
‘quence whatever. There are no dis- 
counts now and are none in prospect 
for some years to come, ‘so we must 
of necessity use other instruments 
than that. . 
. Question:~ I should like to 
raise the question of what instru- 
ments are available at such times. 

Answer - It is rather dif- 
ficult to say that in a few words, 
but it is true that we can have an 
influence on the availability of 
money through open market operations. 
~We also have the power to raise or 
‘lower reserve requirements of banks, 
‘which has the same general effect 
of. making more or less money free- 
ly available for the use of the 
“public. We have powers of deter- 
mining margin requirements on 
security loans which makes it pos- 
sible to exert an influence on the 
amount. of money that goes into the 
stock. markets, and we have the 
~ power..of determining the maximum 
~-Pates ‘on. time deposits, which has 
an influence on the cost of money 

and.the willingness to keep the 

~money.in the banks rather than in- 
*vest.it. There are numerous other 
“instruments, none of which are abso- 
. lutely effective at a period such 
@8 this, when there are three bil- 
iions.of dollars or more of reserves 
available to banks in excess of what 
the law requires. 

Question = You said inciden- 
tal. to your statement that a pro- 
per objective of monetary control 
would be the utilization of produc- 
tion factors, that you thought that 
would bring with it a proper dis~ 
tribution of income, and I pre~ 
sume you meant in the particular 
conditions which-might occur in the 
United States. I wondered whether 
I could ask whether you think that 
a monetary authority can have any 
effect through monetary control on 
the distribution of real wealth? 


Answer —- I should say that 
nonetary authority. as such would 
have but limited and. indirect ef— 
fect on distribution of wealth. a 
have. said that that part of it would 
have to involve the cooperation of 
fiscal authorities. I would like 
to make it clearer. It isn't that 
the proper utilization of all factors 
would carry with it a proper distri- 
bution, because I do not believe “ 
that. But I do believe that a full. 
utilization would not be possible 
unless a proper distribution of in- 
come was accomplished through what-— 
ever means it was brought about. I 
mean that you cannot have a continu- 
ous full utilization of resources un 
less you have a reasonably satisfac-— 
tory distribution. As to what can 
be done to accomplish that distribu- 
tion, -= the fiscal authority can do 
a good deal through taxation <=... 
through the proper.méthod’ and char- 
acter of taxation. Ih fact it 
could not do it all. “My own per= 
sonal belief is that, along with 
taxation, we would have to have a 
great many other things in ‘the way 
of social security legislation® rand 
minimum-wage provisions, and in the 
way of gradually building a situ- 
ation where every person’ could have 
an adequate income at all times, 
provided he is willing to work: for 
it, and, if he isn't, there’ should 
be some arrangement by which | those 
situations would be met.’ % 

Question — Isn't any monetary 
control or monetary curb rather in- 
equitable and unjust, because it 
falls on the financially weak, and 


it doesn't necessarily follow that 


the financially weak aré the: least 
efficient producers? 

Answer ~ I don't know that 
that necéssarily does follow. I 
should think that dne can conceive 
of a monetary control or 'super—- 
vision which would support the weak 
at the expense of the strong. I 
do not feel that it is necessary 




















for a monetary control to be a pro- 
tector of the strong against the 
weak. I think it has been true 
that the traditional attitude of 
the monetary authority, taking it 
in a broad sense, has been one that 
has been more concerned with pres- 
ervation of the strong than the 
weak, but I do not think it neces- 
sary follows in our application to 
conditions and courses of develop- 
ment here. I think that practical- 
ly the whole financial machinery 
has functioned now for a couple of 
years for the purpose of protect- 
ing the weak, supporting and re-—- 
building weak structures, creating 
favorable rates for working capital 
loans, and protecting the small 
investors. I think the whole trend 
4s in the direction of protecting 
the weak, maybe to a point where 

it will become very profitable to 
be weak. 

Question =- Is there any means 
by which the monetary authority can 
increase the velocity of circula— 
tion? 

Answer - It is my opinion 
that they cannot directly. No. I 
think that is one of the Limitations 
of the power of the authority. I 
think that to the extent that ve- | 
locity can be affected, it can be 
affected through taxation rather 
than through direct monetary action. 
I am inclined to think anyway that 
the point is not to increase ve- 
locity in order to increase busi- 
ness, but to increase business and 
velocity will come. 

Question - I note that a bro- 
kerage house may borrow more money 


~ 


on’ a given amount of security than 
@. customer may borrow. Why was 
that so arranged? 

Answer - That is a rather 
technical question. The principal 
point is that this privilege for 
the broker applies only in so far 
as the broker borrows in order to 
carry his customers and not in so 
far as he may borrow in order to 


Lie 


speculate on his ow account. For 
technical reasons, a broker who 
pledges the securities of many cus- 
tomers with a bank and may have to 
withdraw any of them at any time in 
order to deliver them to the cus-— 
tomers, might find himself in a dif- 
ficult position if the prices of 
securities had moved in an unfavor=- 
able waye It is for this reason 
that the cushion is permitted for 
the broker. Then, too, a loan to a 
broker is a better credit risk, be- 
cause he has an establishment and he 
is right there, and no broker can 
take any chances of losing his credit, 
and usually customers are not in the 
aggregate so good a credit risk 
Both from the point of view of credit 
risk and the necessity of the busi- 
ness, it is all right for the broker 
to receive greater credit than the 
private customers. From the point 
of view of volume of credit it is 
all right too, because of the fact 
that the volume of loans is control 
Led at the other end when the broker 
lends to the customer, so that it 
scems on all these grounds to be 4 
fair way, 

Question - Based on the as- 
sumption that the broker is not going 
to speculate for himself? 

Answer - If he speculates for 
himself, he is not in a preferred 
position and must borrow on the same | 
terms as anyone else. 

Question - We have a very Un~- 
usual situation in the history of 
this country. We have had the present 
depression for about seven yoars, now 
from early in 1929. We have stil 
to go back farther to about Lose, OF 
twelve years to get anything like 
100 percent production. It is not 
only an unusual depression, but some- 
thing that has never happened before 
in this nation or any other nation 
that I know of. It has been the 
thought that this cutting off ‘of total 
production, which means unemployment 
for the employee and smaller produc- 
tion for the manufacturers, therefore 
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a great curtailment in our total so- 
cial activity and. utilization of our 
social resources, and it has been the 
thought of some that, if we could get 
our general price level up to some- 
thing like it was in 1929, that might 
give us a stimulus. It seems that 
the Treasury and Congress had some-— 
thing like that in mind in demoneti- 
zation of the locked up gold. But, 
Since we are off the gold basis en-~ 
tirely, we can get no benefit from 
the demonetized gold dollar which, 

is locked up and has no effect on 
money in circulation and no influ- 
ence on the price level, so we can 
get nothing from that attempt. Is 
there any probability that this 
$10,000,000 will remain locked up 
from all the world and our people 
‘individually? Is staying off the 
gold basis the same as saying that 

we do not have any monetary control 
in this country? I do not under- 


stand it. 
Answer ~ It is a rather big 
subject. I should say, because it 


is a big subject, that I think I 
will answer dogmatically and just 
give you my views in three or four 
sentences, and then you can dis- 
agree with me if you will. 

The point in my opinion is 
that the location and circulation 
of the gold is of no consequence 
to any one, that the gold is mere- 
ly a basis of credit. The impor- 
tant thing for the utilization of 
resources is that there should be 
always an adequate volume of means 


“circulating or not. 
think it is in the interests of 


of payment available for such trans— 
actions as are needed, and whether 
that means of payment is in the 
form of gold, or silver, or green- 
backs, or state bank notes, or 
checks is of no consequence. I do 
not believe that the revaluation 
of the gold was for the purpose of 
increasing the amount of available 
gold, nor do I think it makes any 
difference whether that gold is 

In fact, I 


the nation, broadly speaking, to 
keep that gold where it can serve 
as a basis without its finding 
its way into private hoards where 
it ceases to function. When it 
is a public hoard, it can serve 
as a basis of credit, so I think 
it is desirable to keep it there. 
Then too, there is no danger of 
its finding its way out of the. 
country and thus being lost to 
the United States. 

I do not think that there was 


any idea on the part of those who 


revalued the dollar that that might 
be a means of increasing the amount 
of gold available for public cir- 
culation. I think that those two 
views do not go together. I think 
they believe in using gold as a 
standard and not as a medium of 
exchange. 
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MONETARY CONTROL II 


BY, 


H. Parker Willis 
Professor of Banking 
Columbia University. 


In speaking to you this after- 
noon on the topic announced, viz., 
Monetary Control, I think it best at 
the outset to define terms, so that 
our minds will meet upon a common 
ground of consideration. Under the 
head of monetary control, I under- 
stand it is intended here to discuss 
the basis of legislation and of in- 
Sstitutional organization which serves 
to direct the flow of purchasing 
power into the various channels 
through which it is dispersed to the 
Various members of the community who 
have become entitled to it. This is 
the descriptive side of the problem. 
I presume it is appropriate to con- 
sider what changes, if any, may be 
madé, or should be made, for the pur- 
pose of improving the access of the 
community to supplies of money and 
of regulating the condition, under 
wnich such money flows through the 
various channels of production and 
consumption and then returns to the 
general reservoir of purchasing power 
which the community has established. 

In looking at this question, we 
do wisely ifiwe, first of all, ex- 
amine the historical side of it. The 
Classical economists, and those who 
have followed their reasoning, 
originally regarded the supply of 
money as something which should be 
left to regulate itself, or, as some 
have expressed it, should be regarded 
as automatic. By this was meant that 
when a nation, after due considera- 
tion of all relevant factors, had 
determined upon a given unit or stan- 
dard of money, it should lcave the 
movement of that moncy frec, - to be 
directed by competitive and cost con- 
ditions. Under such a regime, the 


supply of gold in the world was depond- 
ent ultimatcly upon the cost of pro- 


ducing the gold. When commodity 


prices became so high and Wages so 
far advanced that in mining the total 
amount of wages and material costs 
required to produce an ounce of goid 
were larger, expressed in gold, than 
the coin which could be struck fram 
an ounce of gold, - mining would ob- 
viously stop; “hile, conversely, if 
prices became so low as to leave a- 
gold profit, - that is to say, to pei 
mit the mining and labor costs to be 
paid out of the gold product of the 
mine and yet leave a surplus, mining 
would be resumed. The control of 
money, if We may use such an express- 
ion with reference to the views of 
classical economists, was thus a con- 
trol indirectly exerted by the com- 
munity through its establishments :-of 
conditions that would raise or lover 
commodity prices. You will notice 
here certain very broad assumptions 
which underlie the discussion, as: the’ 
or similar assumptions + naturally 
underlie all, or most of all, the 
Classical economic doctrine. It is 
evidentiy taken for granted - as is 
taken for granted by so many super- 
ficial thinkers today, that all price 
react in about the same degrec, to 
external factors, - that canpetition 
was fairly perfect and nearly univer- 
sal; and that supplies of gold sub- 


ject to mining vere either reasonably 


constant or, at any rate, subject to 
fairly regularly incrsasine expenses. 
None of these assumptions was quite 
valid, cven under tho most favorablo 
conditions and, accordingly, a good 
many of the later vriters devoted 
themselves to examining "exceptions" 
or “limitations”, upon the general 
notions atfecting monetary production 
and supply. It should be added that 
the classical economists, like a good 
many of their successors, were dis- 
posed to devote themselves almost 
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entirely to an analysis of cost and 
production factors as affecting 
money, and to have very little to say 
on these points as affecting commodi- 
ties. 

But, this theory of money, if we 
may so call it, was early recognized 
as very incomplete and hence, it soon 
came to be supplemented by a theory 
of banking and of credit. The bank 
was never,contrary to hasty later 
assumptions, regarded by the classi- 
cal economists as chiefly a mechan- 
ism for controlling or directing or 
conserving or saving money, but it 
was regarded as an institution whose 
mission it was to maintain a satis- 
factory relationship between the sup- 
ply of money and the liabilities or 
bank obligations - later, indeed, the 
entire body of liabilities and obli- 
gations - which had been built up 
upon the monetary basis and, presun- 
ably, might constitute a call for 
money at any given time. Banking from 
this point of view thus became, with 
the classical economists, a study of 
the policies which banks must follow 
in order to keep themselves in posi- 
tion to meet demands upon them in 
terms of money. Their currency issucs, 
and later their dcposits, thus came 
to be regarded by some persons as 
"money substitutes". The classical 
economists did not so regard them, 
but, on the contrary, they treated 
deposits and checks as bank liabili- 
ties, stated in terms of money but 
actually cashable only to the extent 
ultimately that they were not offset 
by other indications of a similar 
sort, offsetting those that might 
otherwise be presented for cashing. 
In a certain sense, the policy of 
banks thus might be regarded, under 
the classical theory as the medium by 
which the supply of money was con- 
trolled. A bank which had incauti- 
ously built up too large a deposit 
line practically placed itself ina 
position in which it must attract 
more money to its vaults; - onc which 
allowed its liabilities to "run off" 
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with portions of its supply of i 
money. From the later standpoint ; 
of critical analysis of economic 
theory then, we might say that the : 
so-called automatic system of mon- 
ey of the classicists was a system 
of. money management or control in 
which the direction was afforded 
by banking institutions through 
their decision as to what supplement- 
ary supplies of commodities or ex- 
change media were needed in their 
service to the commnity. Inasmuch | 
as the bank, however public-spirit- | 
edly conducted, was alvays a profit- 
making institution, it might be said 
by a hostile critic, that the agency 
through which the control of money | 
was to be exerted was directed by | 
the profit motive, just as was and : 
is true, of course, of every Oties 
undertaking in a capitalistic or | 
profit-making saciety. Such a critic, 
however, if fair, in his analysis9 | 
would also add that, in the long run |) 
success in carrying on banking along 
the lines thus indicated would be 
best attained by mcthods and policies 
that would bring about the greatest | 
activity of business and the largest 
exchange of commodities possible. 

Let us now glance for a moment 
at a contravening theory which, as I 
understand it, is favored by a number 
of members of the contemporary 
British school of Writers on banking 
and monetary questions and by sun- 
dry imitators in the United States 
and other countries. According to 
these later vriters, it is not necées-— 
sarily desirable to have any monetary 
"standard" which is tied to or re-~ 
vresented by a given commodity or . 
group of commodities, but it is bs 
entirely possible and, indeed, ideally — 
permissible to have a monetary stan-= ~~ 
dard which rests upon an imaginary fr 
unit of purchasing power represent=- 
ing an abstract conccption, perhaps 
ultimately standing for and frequent- 
ly part of the wealth of the commu- 
nity, as detcrmined on some indicated 
basis. Now, according to this school 
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should be unlimited, that is to say - 
the state should stand ready to pro- 
vide actual tangible units of money 
or paper representatives thereof in 
such quantity as may be desired by 
any member of the community who has 
became entitled to them as the re- 
sult of the earning of salaries, 
wages, or under a capitalistic sys- 
tem - earnings, profits, dividends, 
and the like. Such a supply of ab- 
stract units or their representatives, 
may be furnished either with or with- 
out the intervention of banks. Ex- 
actly how this would be done and how 
the volume of such money would be 
fixed does not seem to me to be clear, 
nor is there any consistent indica- 
tion among those authorities whose 
works I have been able to consult on 
that point. They are clear that the 
older limitations upon the issuance 
of what was formerly called "money" 
have proven injurious and they are 
equally clear that the policy of 
banks in restricting the volume of 
their outstanding liabilitics - notes 
and deposits - to the amounts which 
they themselves stand ready to con- 
vert on demand into money, is intol- 
erable. Many of them still adhere 
to the notion that so long as such 
requirements exist, there is danger 
of a money monopoly or a "money 
trust", or that groups of persons 
may bring about what is called "de- 
flation" or subject certain classes 
in the community to the risk of hav- 
ing to pay back a designated number 
of units of money to creditors, not- 
withstanding that this number of 
units represents a totally different 
amount of purchasing power es con- 
pared with that originally borrowed. 
The scope of my remarks this after- 
noon does not, as I understand it, 
Call upon me to discuss these criti- 
cisms, but merely to recognize their 
existence and to ask, how they arfect 
the gencral problem of monetary dis- 
tribution and cotrol. In dealing 
with the subject from that point of 
view, we need to glance at least at 
certain fundamentals of economic 
theory that are frequently noglected. 
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Among these fundamentals is, 
first, probably, the question too 
often neglected: What is the basic 
service that is rendered by money? 
SO universal is the money concept 
in its application that it would be 
possible for us to furnish various 
answers to this question - all of 
which would, undoubtedly be correct - 
assuming the premises on which they 
reste Money would rightly be said 
to be a means of rendering effective 
the division of labor and of bringing 
together the saver and user of capi- 
tal; but from the point of vicw which 
we arc now omployins the fundamental 
service of money may be said to be 
that of determining the relative out- 
put of various kinds of goods. We 
think of money as accomplishing this 
end somewhat as follows: In a world 
in which division of labor is carried 
to a high point and in which the ad- 
vancement of credit upon discountable 
paper is dependent upon the profit- 
making ability of the application for 
such credit, it is evident that the 
influence of money is to determine 
Whether the given manufacturer shall 
produce more or less of the article 
in which he is specializing. Let us 
take, for example, the manufacturer 
of some highly specialized part of an 
automobile - an automobile “accessory” 
or part. It is cvident that the manu- 
facturor of these parts is not able to 
judge by any direct proccss the num- 
ber of them that are needed by the 
community. He may statistically form 
an impression about that subject but 
the ultimate test is the oxtont to 
Which he is ables to sell his output 
at. & profit to manufacturers of auto- 
mobiles, who want to uso them in the 
manufacture of completed machinos. 

Now, it is possible for the banke 
ing mechanism to keep the production 
within reasonable limits only by boing 
constantly assured that the manufac- 
turer is what is called "Liquid"; - 
that is to say, that he can in case 
of necessity, cash in his claims upon 
others and with their proceeds meet 
the claims of others upon himself, 
leaving him the net possessor of a 
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claim to money. Through the mechan- 
ism of banking, such a test may be 
constantly applied; and a non-parti- 
san or detached administration of 
banking would presumably refuse cred~ 
it to those who are over-produced or 
in danger of becoming so, or to those 
who are producing at an unduly high 
cost - hence unable to show a "black 
figure” balance sheet. We may thus 
say that the function of the bank in 
insisting that its customers shall 
always be able to liquidate, exempli- 
fies and embodies the function of 
money in regulating the output of 
those classes of goods, the demand 
for which is not immediately tested 
by the requirements of consumption. 
In the last analysis, then, it is 
through determination of access to 
money that the banking system eventu- 
ally fixes the output of goods and 
determines interconvertibility of 
money and commodities on a basis 
which is.in effect a regulation of 
supply. In this sense wo may speak 
of the control of money as being in 
a ecortain way cffected by the action 
of the bank in granting and assign- 
ing eredit, or, in other words, the 
right to demand money, among the 
different applications for it. Note 
carefully at this point that we have 
Powelert thovficld which the oeider 
classical cconomists included under 
the head of "money" and have enter- 
ed the field which they designated as 
"credit". This is ayn important 
point and one which is frequently 
overlooked in contemporary discuss- ~ 
ion. It necessitates a brief refer- 
ence to the theory of credit as form- 
erly understood and as modified in 
current usage, though our time will 
permit only a passing reference to 
ite 

Credit, as viewed by the suc- 
cession of British writers and their 
imitators who molded British credit 
theory, was not a loan of money but 
was a guaranty of ability to match 
demand and supply of commodities with 
the understending that the bank in- 


‘ed credit as the process of regulat— 


sured such convertibility or ex- 
changeability under penalty of hav- 
ing to convert non-exchanged sur- 
pluses into immediate means of pay- 
ment, or cash. The regulation of 
banking, as viewed by the succession 
of British writers of the latter half 
of the 19th century was designed to 
make sure that the bank itself was 
not only solvent but liqiid; that is 
to say, that it had not assumed the 
liability involved in too many of 
such contracts of guaranty or insur- 
ancee The function of money thus 
involved was that of limiting the 
possibility of unduly extensive un- 
dertakines or of undertakings whose 
products could not, as things stood, 
probably be disposed of with success 
by their makers. Credit was thus a4 
study of the conditions of produc- 
tion and of the probability that 
given ficlds of production could be 
matched against one another with 
SUCCCSSe loarly, if some outside 
force suddenly began to operate in 
the direction of making money more 
abundant in the way, for example, 
that was indicated by Jevons in his 
"Investigations" or in the way that 
was recognized as possible through 
the issue of legal tender notes in 
time of distress, banks would be 
unable to gain access more easily to 
basic or legal tender money, and 
would thus be able to tolerate the 
existence of productive processes 
for which they might not otherwise 
find themselves able to furnish funds; 
in other words, Which they would not 
be able to liquidate. We may say 
then, that the older economists vieww- 





ing the volume of claims to money and | 

they viewed money as the ultimate | 

medium by which these claims were 
testede 
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in the same way, at some contemporary 
ideas on the subject. By identifying 
the conception of credit with thew: 
conception of money and by giving to 4 
money the popular definition "money NM 

















is what money does", as for example, 
was attempted by Congress when it 
bestowed the legal tender quality 
upon every sort of circulating med- 
ium, whether paper, silver, or what- 
not (with the exception, of course, 
of checks), - many contemporary 
writers have washed out the finely 
developed lines of distinction which 
had been gradually drawn by genera- 
tions of reasoners on the subject. 
The effect of their change of front 
in so doing is to bring them to the 
implied assumption that the control 
and direction of production previous- 
ly regarded as exerted by banks must 
henceforth, according to them, be 
regarded as exerted by those who 
supply, or control the supply, of 
money; - henec the natural but un- 
Warranted conclusion that a gencrous 
or liberal control of the money sup- 
ply meant active production with 
correspondingly active employment, 
and resultant "good business". Im- 
plicit in this view of the situation, 
was the thought that with the com- 
munity or society controlling the 
supply of moncy, no time would evor 
come at which restriction of that 
supply would dcvclop or, to put tho 
mattcr in popular language, - the 
prospect of what is called "deflation" 
would bo accordingly deferred or por- 
haps climinated. The real signifi- 
cance thon, of the tendency noted in 
contemporary writing, to identify 
money and credit is found in the fact 
that this tendency principally means 
@ discarding of the thought that 
private direction of credit is to be 
recognized or sanctioned as a means 
of regulating and adjusting different 
Phases or elements of production, - 
one to another. It is necessarily 


admitted by almost all that some kind 


of regulation of this kind is essen- 
tial. We cannot, for example, per- 
mit the existence of a chaotic world 
of production in which individuals 
produce goods of a specialized nature 
merely because the industrial arts 
and inventions have rendered some 
Such goods cheap or easy to create. 
We do not want a world in which there 
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is an enormous avundance, for exampl: 
of automobile carburetors but a greai 
scarcity of automobile tires, or a 
vrorld in which there is a vast abun- 
dance, let us say, of rails for 
trackage but a great scarcity of care 
or devices for carrying passengers 
over them. What we do want is a 
world in which the processes of pro- 
duction are rounded out and adjusted 
to one another in such a way as to 
insure complete acts of consumption - 
as Many as possible in order that the 
greatest number of human wants may be 
kept satisfied. Eventually then, the 
controversy thich is implied in the 
question, whethor the separate recog- 
nition of credit is desirable, or 
vhether wo may consolidate our whole 
processes of reasoning under this 
head into a discussion of access to 
money, is reducible to the question, 
whether the past method of bringing 
about a supervision or adjustment of 
the sort to which I have referred, 

is about as cffoctive and satisfac- 
tory a method as ‘ic can find, 

Some may be inclined hore to 
interpose the thought that it is 
really an inquiry as to whether the 
capitalistic system is the best sys- 
tom that can be devised and whether 
we should not get a better result 
under a system of planned economy; 
or they may be inclined to convert 
the question into an issue as to 
whether the recurrence of severe 
depression in business does not indi- 
cate the inefficiency and breaking 
down of the older system of regulat- 
ing relative lines of production and 
insuring complete consumption as 
economic life proceeds. This, hov- 
ever, would be an unwarranted broad- 
ening of the base of our discussion. 
Let us assume for example, that we 
have a completely planned economy in 
which a central authority has all 
knowledge or wisdom and is ablo, in 
the last analysis, to determine how 
many pins and necdles shall be pro- 
duced each year am the proportion 
to be maintained between them and 
the number of buttons that are turned 
out. Under such a condition we 
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should still have to find some means 
of determining the actually desirable 
number of these individual commodi- 
ties to be turned out. Planners 
could successfully apply their powers 
only when they were informed very 
definitely of the level of demand. 

No planner could be expected to antic- 
ipate the effect of changes of fash- 
ion or the adaptation of human tastes 
to various objects of consumption, 
nor could he in any case be expected 
to know how changes in the industrial 
arts or in the technique of invention 
would be likely to influence human 
disposition to buy. With the utmost 
of knowledge and the maximum of 
Capacity on the part of the planner, 
it would be possible for him to 
direct the production of commodities 
only upon the basis of past demand - 
not of future. For the present pur- 
pose then our problem is greatly 
simplified md need not be made to 
include any such broad controversy 

as the problem of which we have 
spoken. There remains merely the 
question whether the present method 
of extending credit and of limiting 
it by requiring convertibility into 
money under certain conditions has, 
or has not been successful, - the 
degree of its success, and the ques- 
tion whether some better and more 
acceptable system can be substituted 
for it. These are the broad econom- 
ic questions which grow out of the 
technical financial issue which we 
have raised. 

From what has thus far been said, 
it will be clear that according to 
the present viow, the desirable ob- 
ject to be attained in connection 
with the supply of money is thet of 
rendering this supply such as to 
permit the exchange of commodities 
to occur with the least possible 
friction, This obviously does not 
mean the promotion of maximum busi- 
ness turnover or volume of business, 
regardless of its character or pur- 
pose. It does mean that the desir- 
able condition for economic society 
is the fullest possible satisfaction 


of every demand, by the furnishing 
of a corresponding supply of each 

of the goods thus demanded, while 

at the same time and conversely, it 
implies that supply shall be carc- 
fully adjusted to demand, with the 
result of avoiding what is some- 
times called over-production or mal- 
adjustment of production. The func- 
tion of money should be that of per- 
mitting and facilitating this op- 
timum exchange of goods to take ~— 
place at the lowest cost and with — 
the least friction. The suggestion, 
or assertion, that there is in the 
monetary or banking system as We — 
have known it heretofore, an innate 
tendency to facilitate the produc- 
tion of certain goods or to retard 
the production of others, has no 
demonstrable basis, and in its sup- 
port no convincing testimony has 
been adduced. It is, of course, an 
undoubted fact, that on many occa-_ 
sions in authentic economic history - 
indeed on some within our own recol- 
lettion - the adjustment between 
money, credit, and the demand and 
supply of goods has been imperfect- 
ly maintained. In the majority of 
cases this imperfection has been due 
to one of three causes: (1) Erroneous 
information or judgment as to the 
volume of consumption and hence as 

to resulting values; (2) extraneous | 
interference on the part of the . 
public powers or of the state for — 
the purpose of fulfilling objects 
dissociated from it, hencc not reg- 
ulated by strictly economic consid- 
cration, as e.g., war; (3) indus- 
trial changes and shifts growing ~ 
out of altcrations in the technique 
of manufacture or the type of indus- 
trial processes, as, for cxample, 
the invention of nev mcchanisms 
resulting in great changes in cost 
of production. Every process of 
human relationship, covery function- 
ing of machine industry is based 
upon and geared to some assumption 
of regularity, or, that the ccoono- 
mists used to call "normality". © 
Whenever such normality is disturbed 
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we have a disturbance of the economic 
relationships formerly existing, and 
in the case of which wé are speaking’ 
we are likely to have a dislocation 
of the delicate adjustments which 
have been effected for the purpose 
of harmonizing demand and supply and 
the furnishing of exchange media to 
facilitate their relationship. That 
such disturbances are unhappy and 


have a bad effect goes without say- 
ing. That we ought to try to climi- 


nate them and to bring ebout not 
only a restoration of what wo call 
"normality" but of normality ad just- 
ed to the new conditions which have 
been brought about instead of to the 
old ones which have been displaced, 
is equally obvious. 

In connection with the control 
of the money supply (under which for 
the moment I include also the credit 
supply), the best results are usually 
Obtained through what is called by 
Professor Hayek, of the London School 
of Economics, a "neutral" condition 
of money, or an equilibrium. The 
present condition of social organiza- 
tion and the present state of know- 
ledge of monetary principle does not 
permit the successful employment of 
artificial changes in the money or 
eredit supply designed for the pur- 
pose of obtaining some non-monetary 
use or object. Like the iaventor, 
who at times has sought to produce 
all-purpose objects which, for ex- 
ample, may in the case of overcoats 
serve a food use as fair weather 
garments yet be turned inside-out to 
supply a raincoat; or like those 
others that have designed instruncnts 
to furnish a composite instrument 
serving as a knife, fork, and spoon 
at the same time, we may oventually 
be able to vork out a monetary moth- 
od designed to furnish satisfactory 
media of exchange at the same time 
that they are uscd for the purpose 
of altering the distribution of 
wealth, or some other cqually diffi- 
Cult object; but this has not as yet 
beon done and, furthermore, it is a 
technique which cannot be hastily 
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improvised. Through long years of 
experience we have developed a 
monetary technique or “control of ' 
money"if you will, which is designed 
for a specific purpose - that, namely, 
of facilitating the exchange of 
goods. To put this in another way, 
we have assumed that demand and gup- 
ply are adjusted tc one another as 
the result of human wants and that 
the. function of money is to facilitate 
their working out; or, again, in 
other words, we have essigned to monsy 
the role of a servant whese duty it 
is to perform certain economic tasks. 
These tasks are of a fundamentally 
important character. They aro not, 
however, tasks of direction or er 
tion AAedtied for, the: control of 
economic purposes or objects. The ~ 
assumption that they can be converted 
from one thing to the other, or that, 
by turning our monetary system inside- 
out, we can shift it from its origi- 
nal place, as a fair weather coat, 
into a new place in which it serves 
as a protcction against storms, is 
an assumption without warrant. 
Nothing of the kind can be done 
off-hand, and without lengthy pro- 
meditation and preparation. To 
attompt it merely causcs confusion in 
the economic system, and makes the 
attainment of the object so sought 
more remote rather than nearer. In 
devcloping our control of money, wo. 
shall do well, first of all, to try 
to render our present system as sire 
fect as Sey ie and as free from tho 
three pein factors of disturbanes, to 
which I have already refcrred, as cone 
hdions Will pemnity itt we ould 
thus improve and perfect it in these 
essential particulars, I do not 
hesitate to believe that we should 
find it on the whole sufficiently 
serviceable to meet present require- 
ments, - certainly until the time 
comes for a very drastic regimenta- 
tion of production and consimpt ion 
such, perhaps, as has been tried 
(and abandoned) in Russia. Even if 
we assume the existence of such 
regimentation, a project of the kind 
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of which we arc now speaking will in- 
volve very different methods and tech- 
niqucs as compared with those that 
are now in vogue or to which, today, 
the adjective "sound" (in placo of 
which I should be inclined to substi- 
tute "feasible" or "beneficial"), is 
applied. For the immediate future, 
then, evolution in what may be called 
the "control of money" should be an 
evolution of the adapting and adjust- 
ing of supply of, and demand for, 
goods in such a way as to give the 
fullest and freest play to the supply 
and demand which result from present 
economic arrangements as sanctioned 
and recognized by law and custom. We 
should, indeed must, endeavor to see 
to it that the inevitable impeach- 
ments of banking judgment and hence 
of banking credit which grow out of 
extensive industrial reorganization 
shall produce as little disturbance | 
as may be. To indicate how this may 
be done would require a much longer 
time than you have placed at my dis- 
posal this afternoon. The road to be 
followed is, however, cloarly indi- 
cated by economic analysis and is 

not to be mistaken. 

There is probably greater diffi- 
culty in readjusting the monetary 
mechanisn so as to be comparatively 
resistant: to war disturbance with 
its resultant transformation of 
demand and its inevitable changes in 
conditions of supply of goods, and 
yet, the experience of the past twen- 
ty years or more has thrown upon this 
question light that was never before 
available and something at least can 
be done in the direction I have indi- 
cated; with the result that dangerous 
public finance, hazardous inflation 
With its conceded results upon the 
common man, and fictitious credit 
with its erroneous promises of relief 
from danger may be avoided. With 
regard to the disturbances of the 
money mechanism and hence with the 
money supply which grows out of 
erroneous measuring of banking credit 
With resultant assumption of undue 
risks and with consequent breakdown 


and failures, we are already mak- 
ing a considerable degree of pro- 
gress, and this should be continu- 
ed. The principal danger of inter- 
ruption comes from the constant urg- 
ing of public men that bankers 
should treat short-term credit as 
if it were long, and should use their 
short demand funds for the purpose 
of supplying consumption needs with- 
out prospect of early liquidation. 
Repression cf such advice and furth- 
er development of our credit test- 
ing mechanism may reasonably be ex- 
pected to give us within a very 
short time a far more reliable sys- 
tem for the determination of bank 
credit, and for the measurement of 
financial risk than we have had in 
times past. There is ground for 
hoping that this more perfect mechan- 
ism for testing will also be accom- 
panied by a similar reduction of 
interference, based upon political 
necessity, with the course of action 
indicated by carcful banking judg- 
mont, to a point lowor than has of 
late been the rule in several coun- 
trics. If these expectations should 
be realized, even partially, a good 
deal of experimental or propaganda 
demand for a regime in which an un- 
limited supply of legal tender moncy 
is provided, will pass away. Such 
propaganda has always made its appear- 
ance in times of failure and inade- 
quacy of existing credit and banking 
relationships. It represents a de- 
sire for something better than we 
have had, unfortunately not accom- 
panied by a developed system for 
furnishing that betterment. The 
principal effect of it,then,is to 
demonstrate the evils of substitut- 
ing theories and suggestions with- 
out giving them a permanent posi- 
tion in financial doctrine. 
Nevertheless, as our conception 
of society advances and as the in- 
cidental evils which have grow out 
of competitive conditions are climi- 
nated, we should do well to keep in 
mind the question, - how far the 
control of our money supply, with 
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its essential duty of adjusting prce- 
duction and consumption through in- 
sistence upon liquidity, can safely 
be relaxed. It is possible to see 
some points at which this relaxatiou 
may take place. One of them which 
may be mentioned purely as an exam- 
ple has been well developed in connec- 
tion with the system of confirmed 
commercial credits and furnishes a 
striking instance of success in the 
mitigation of some of the harsher 
features of the older doctrines of 
banking control of ercdit. That 
other forward steps based upon the 
same principles so indicated may be 
taken when due preparation has been 
afforded, is entirely within reason; 
although the change will inevitably 
be gradual and probably accompanicd 
by mistakes and modifications of plan. 
They will, as they should, for a 

Tong tims constitute a staple of dis- 
cussion in connection with the re- 
modelling of our monctary mechanism. 
That mochanism has played an important 
and valuable part in the cconomic 
development of the world. It still 
has a fundamental function to per- 
form. We should do wrong if ie > 
hastily circumscribed it or modified 
it through changes whose efficacy, 

or coven whose fcasibility,. has not 
been demonstrated and which, upon 
trial, seem to make conditions worse 
rather than better. 


sR 2 2K 2 KOK 
DISCUSS ION 


_Leader - We have Dr. Le B. Curry of 
the Federal Rescrve Board Research 
Department to lead the discussion of 
Dr. Willis' paper. Dr. Curry comes 

_ originally from Harvard and I om sure 
thet we will all be intcrested in the 
viows that hoe will bring to our 
attention in the questions that he 
may ask Dr. Willis. \ 
Qucstion - Dr. Curry - I take it my 
function is to open discussion. First’! 
ee eolt Teshould like to state that I 
) agree porfectly with Professor Willis' 
_ viows that the monetary objective is 

_ the maximum production with the 
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service of the right kind, and the 
utilization of the factors of pro- 
duction to Avs full degroe.. “f 

can't visualize how his test of 
liquidity would achieve its end. I 
picture. to myself fifteen thousand 
bankers applying this test of liquid- 
ity. I can see them looking back 
over their past records, and having 
it pointed out to them that brokers! 
loans have a very good record. {It 
Will also be pointed out to them that 
installment papers have had the very 
best records of any type of loan dur- 
ing the depression. It will also be 
pointed out that the line-of-credit 
loans, or credit loans, have been the 
types of loans in which the largest 
losses resulted. 

Obviously then it is not liqiuid- 
ity; . You have to be sure that the 
right type of goods are being produced 
and will be sold at a reasnnable pro- 
Fit. That puts a hard task on the 
bankers. They have to become fore- 
casters of publie conditions. ‘They 
say, "Well, a break may come some | 
time, but we are on the upswing now. 
Prorits are increasing. We can make 
a three-month loan and be perfectly 
all right." But your responsibility 
is not for the three months; your 
responsibility is this - will this 
situation increase the community's 
earnings, is it going to mean more 
profits, will it make your loans more 
Liquid? 

If you go that far you are got- 
ting pretty near to the point of 
view of the banks and their job - 
the job of the central bankers. This 
is not a job that ecun be left to 
individual bankers. Here the statis- 
tics will be better able to demon- 
strate to the authorities who are con- 
cerned with the broad flow of monetary 
income. They arc the only people who 
can. see the picture as a whole and 
Cecide upon whether further cxypendi- 
ture of money is justified at a par- 
ticular time. They must be concerned 
vith aggregates. And you must: rely 
upon our profit system to correct 
individual situations. And there is, 
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surprisingly enough, a great deal of 
correction going on in our society. 

If you recall the late 20's - 
that was a period of remarkably 
diverse business conditions. Some 
industries were expanding rapidly, 
like the automobile industries;. 
capital was going into those indus- 
tries. The banks had nothing to do 
with that - the automobile companies 
nover borrowed from the banks. At 
least they did not supply the capi- 
tal going into the building of motor 
car bodies. At the same time that 
was occurring, you had other indus- 
tries - agriculture, boot and shoe, 
cotton textiles - where you had a 
pretty steady depression during that 
period. 

I don't know if you recall the 
example of what happened after 
Lindbergh's flight to France. A 
great number of airplane companies 
started. That went on for about a 
year, and stopped. Stocks fell; 
by 1928 the flow of capital was 
completely shut off. The banks had 
nothing to do with that. I am not 
Saying that is a good mechanism, 
but we must rely upon it. No indi- 
vidual bankers could have any con- 
trol over that. The Federal Reserve 
Board could not have the instruments 
to control that situation. Our prob- 
lem rather is to keep the broad stream 
of money incomes and expenditures 
goings 

The incomes of communities are 
derived from disbursements of indus- 
trics and Government. That income 
is available for the purchase of 
consumers’ goods and, through sav- 
ings, for the making of consumers’ 
goods, and the production of pro- 
ducers' goods. <And if things are 
going along smoothly, not going down 
very rapidly or up very rapidly, the 
rate Of intcrest is of some effect, 
as the central authoritics, through 
their control of the rate of inter- 
est, can influcnce the amount of 
investment, try to kecp it in propor 
relation to the wolume of savings of 


'ing question, and I shall not extend 


think you will agree that from that 


of the community. This is a question 
to me quite apart from the individu- 
al banker's policy with regard to 
jndividual loans. As I visualize it, 
quite often the demands for loans 
vary inversely rather than directly. : 
t think the conditions under Thichit 
commercial loan theory of banking 
would be successful are very difficult 
to justify. You would have to have 
all current production being financed — 
by bank loans. You would have to . 
have all those bank loans established. 
What would happen if you had an in- 
crease of goods at the beginning of 
the step? The money you are paying 
out «ould be available immediately 
for the purchase cf consumers’ goods.e 
Once you start with a rise in price 
you are lost. You have a need for 
more loans. That is the leading ques- 
tion I would like to put to Professor 
Willis. 
Answer - Mr. Chairman, I think I state 
at the beginning that I would say very 
little indeed about banking, only as 
much as I though was essential to make 
the discussion clear. I would be the 
last man in the world to underestimate 
the influence of central banking or 
the good that can be accomplished by 
certain central banks. If one would 
go into the discussion of central 
banking, I think you would have to 
spend a rather long time. And yet I 
think I would say in reply that Dr. ~ 
Curry offered an address, not a lead- 


an answere 

Dr. Curry =- I considered I asked a 
leading question. I think the diffi-} 
culty comes here - that I'am one of @ 
those people guilty of committing the - 
crime of identifying money and credite 
In my use of the term, money is . 
credit. That is because I consider 

it an essential characteristic of 

the currency we have as purchasing 
power, that by means of which price 
contracts and debt contracts are 
settled by paying off in checks. T 


point of view it makes no difference ~ 














whether there is curreney in your 
pocket or in your checking account. 
It makes no differenee in the prob- 
‘lems of the next fow yoars whother 
individuals spend the currency morse 
rapidly or check against tho bank 
deposits more rapidly. They both 
offer a demand for goods. 

Most of our incomes are paid in 
the forms of checks, and conscqucnt- 
ly when I was talking along the line 
I assumed that monetary control as 
used by many of tho writers today 
means the control of this volume of 
tho supply of checking accounts as 
well as currency; and I was coucern- 
ed with the way of controlling that 
supply. lL‘dassumcd that Dr. Willis’ 
test of liquidity vas a test really 
of the amount of bank assets which 
vould detcrmine the amount of bank 
liabilitios, and the in-botivecn 
amount of money. I don't know 
whether that gcts us any closer to- 
egcther or note 
Ansver - Not very much. The subject 
of credit control is a major prin- 
ciple of discussion. The question 
of how are we going to regulate the 
supply of money is quite different. 
The banks had ninety-day paper, and 
the fact that this paver was met 
by drawing a check on some other bank 
is neither here nor there. The ques- 
tion is to vhat extent vould you 
have a complete clearance in terms 
of production and consumption. This 
is a purely incidental illustration 
of the discussion. 

What a bank does is to test the 
productive quality of the credit and 
then extend it to a -ccnsumptive field 
with an ability to pay when the time 
comes for payment. It is a fact of 
course that in this country or in 
any country of commercial banking 
many mistakes in crcdit are made. 
The fact that you have a numbor of 
bankers who makc mistakes and a nun- 
ber of others vyho unduly make mis- 
takes on the basis of theory of 
credit has nothing to do with the 
matter. Central banking is the noccs- 
sary balance sheet of control and 
offsets theso things. 
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A general analysis and concep- 
tion of credit which can be rightly 
applied should result in getting 
back this face of credit there expan- 
sion has taken place and of advanc- 
ing or helping out others were the 
lack of credit is oovious. The re- 
sult would bring about a new influ- 
ence - if we would put this in our 
credit system apart from extraneous 
influence, political control, public 
finance - you would have to have a 
non-partisan bank. when you get 
that you find that you have to main- 
tain clearance in the bank or liquid- 
ity - a term that I have employed 


this afternoon in the lecture that 


I gave at the beginning - liquidity 
as standing hcfore a clearance of 
consumers’ goods. It is absolutcly 
the paper's condition which permits 
he continuance of that. If you 
destroy it, you are going to have a 
breakdown, a collapse, of banking, 

Or you have a suspension of bank~ 
ing, as in 1933. You find that ain 
such gases the bank has failed inten- 
tionally or through lack of political 
pressure or commercial pressure to 
assert the control of credit for wich 
it was established. 

I think that is a very brief ex- 
planation of the thought I had in 
connection with the control of bank 
credite 
Suestion from the Fioor; As I under- 
stand it,t think you said in the talk 
one of the difficuities of the present 
Situation, one of the principles you: 
considered in connection with th 
vorlda of money is that money cannot 
serve both as a medium of exchange 
and as the kind of money that it has 
served as during, the ora of our pres- 
ent monetary systom, and at the same 
timc as a moans of regulating the 
distribution of wealth in our socicty. 
And I wonder if you would agroeo then 
that for similar reasons money csanot 
serve voth as a medium of exchange 
and as a standard of value; that is, 
these have both been standard foxins 
of money. ' In my own economic train- 
ing and in the opinion of many, the 
inconsistency of serving these two 
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purposes has been brought home very 
strongly to many classes of American 
society in the past five years. I 
wonder if you would agree that per- 
haps these functions could be possi- 
bly explained. 

Answer - In some qualification I 
should agree with that. Considerable 
progress is being made in that direc- 
tion. If we go on defining our pro- 
cess of exchange we find some diffi- 
cult things that have to be adjustec; 
the completeness of the process is,I 
think,not wholly feasible at the 
present moment. We are making some 
desirable steps in that direction, 
and I should say that the progress 
toward that end was to be expected. 
Question from thc Floor - I have 
heard a great many statoments in the 
past fow weeks in regard to a ercdit 
theory in the immediate inflationary 
movement and our supply in the con- 
sumption, also by a movement of land 
policy organizations. I wonder if 
you could explain to me where their 
fears arise? 

Answer - At the opening of the talk 
I excused myself from any personal 
references. 

Question from the Floor - Can you 
discuss the principle? 

Answer - If I understood you cor- 
rectly, you asked what I think is 
the prospect of inflation by the 
movement of some groups of bankers - 
the statemcnt of fears of inflation. 
It seems to me that the bankers have 
been singularly undecided and un- 
willing to comment themsclvcs on 
anye 

Question from the Floor - Once case 
is your own university discussion. 
Ansvicr - Will it be satisfactory 

to you if I explain my opinion on 
the thoory? 

It seems to me that the term 
inflation is one that has been 
badly abused and has been by most 
people at the present moment 
identified with the thought of ris- 
ing commodity prices. ‘You are soing 
to have great inflation seems to 


mean that you are going to have a 
sharp advance of prices of commodi- 
ties. That popular use of the term 
inflation is of course, as you Imow, 
erroneous. The increasing of a 
supply of money and credit does not 
necessarily mean invested prices. 

During 1929 and 1930 you had 
pretty stable prices, that is, after 
the gencral credit was over. In 
1926 and 1929 you had almost stable 
prices. The same thing. is true in 
other countrics. Wc have to define 
our term inflation a great deal more 
carefully than is popularly cus- 
tomgry now. If you are likely to 
have inflation in this country in 
that sonse, in tho sense of 4 rapid 
incrcase of commodity prices, what 
would you say has becn the price 
level when at the present time it 
is something around 80 as compared to 
60 in 1932. You havo-an advance of 
one-third of the levcl of 1932, which 
is no more than thc recovery that has 
taken place in some other countries. 

For the immediate purpose here 
there is no reason to expect a sharp 
advance in prices as far as one can 
see. On the other hand, a further 
distinction must be made betieen 
what is called inflation and the 
shifting of the money base, produc- 
ing in the people's mind the feel- 
‘ing that the currency base is some- 
thing different. You would have a 
large advance in commodity prices, 
because that would simply be the 
recognition of the public that you 
have comc out to a definito kind of 
monoy basce 

In that sense of the torm I: 
don't worry much about inflation, 
Let us look at inflation in another 
sense of the word. If vic analyze 
it carofully we should find that 
it means that when the commodity 
goods have not been produced, peo- 
plc realize that the now increase 
of debt is going ahead very fast, 
not only in the public treasury but 
also in corporate work, and that we 
have a tremendous inflation on the 











way in that connection. There can 
be no doubt whatever; it is simply 
obvious. 

Question from the Floor - Is that 
the total volume of all credit? 
Answer - We are getting a tremendous 
increase of credit and debt; that 

is to say, of values explained in 


terms of money. You cantt meet it ‘und- 


er existing conditions. That raises 
the question - will the inflationary 
effect of this over-increase of debt 
force a change in the money base? 
This is still to be determined. At 
the present moment, we are piling up 
against surplus reserve in the banks 
that is not being actively used. 

The business of the banks is slowly 
increasing, and gencrally speaking, 
we have an cndeavor on the part of 
the community thus far to accustom 
itself to the use of the funds which 
are thus being placed at their dis- 
posal. It is apparently in a fair 
way to bringing us to the point 
Where we have to change the relation- 


ship between our dollar and the valucs 


on which it is founded, 

Have I answored your qucostion 
frankly? 
Question from the Floor - Now on 
the question of debt. All my neigh- 
bors are paying off their dcbts. The 
corporations have borrowed almost 
nothing for four years. It sccms to 
mc-we have decreased it instead of 
increased it. ; 
Answer «- It does scem to me you 
can't prevent that. Governmental 
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debt is the obligating one. You 
speak of paying off your debt - the 
amount of debt as adding to your in- 
comeée How do you figure the states 
must pay their credit debt - and the 
three billion dollars of Federal debt 
States, cities, and schools are all 
adding to their outstanding community 
debt. As to the banks, if you look 
into their balance sheets you will 
find that they are much higher than 
they were in 1928. We are living in 
an era of greater creation of obliga- 
tions. 

Question from the Floor - Do you thin 
that this increase of credit will lea: 
us to increased production and con- 
sumption? 

Answer - We see no signs of it so far 
The index of the Federal Reserve 
Board as to the volume of production 
has notably risen with the past two 
years. So far as that goes it would 
seem that there has been some ¢reat- 
er activity and production, but We 
may question whether the activity 
thus indicated means anything but a 
Similar activity outside of a com- 
paratively small number of indus- 
tries which have taken action, and 
which are typical but not sufficient- 
ly indicative of the real conditions, 
to allow us to say that there is a 
larger amount of produced wealth 
available for consumption. 
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By 


Director, 
The Brookings 


I have decided to center my re- 
marks very definitely about one pro- 
position very important just now to 
an understanding of the relation of 
the government to agriculture. That 
one proposition is that, as I under- 
stand it, under our scheme of govern~ 
ment, under our legal system as it is 
growing, evolving, being clarified in 
the light of particular concrete sit- 
uations presented to the legislatures, 
both state and national, and to the 
courts, we have. evolved to the point. 
where it may now be said that our 
government has accepted the proposi- 
tion that our economic’ well-being 
and social health are to be safe- 
guarded under the "general welfare 
Clause" of the Federal Constitution 
and under the police powers of the 
states. I think there has, within 
the last year or so, and varticularly 
since the 6th of January, 1936, been 
a considerable clarification of that 
issue. I am inclined to think also 
that it is a little clearer in fact 
than it is in general vopular appre- 
Ciation, 

So I am setting myself up as some- 
thing of a seer, to try and probe in- 
to the inward truths of the situation, 
which go a little beyond, are a little 
more encouraging, than current under- 
standing of the matter. This word. 
or phrase "general welfare" or "safe- 
guarding public welfare under the 
police power of the states" are not 
mere phrases, and they are not, I be- 
lieve, in future to be limited to 
matters of safety, physical health, 
and public morals. 

We have come to the explicit 
broadening of that view and have 
accepted a broad interpretation as 
part of the public policy, which 
makes the government a larger factor 
in our economic life. Several im- 
portant decisions have stated this 
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broader view with so much acumen, so 
much erudition, that I confidently 
predict that subsequent cases will 
follow the same line. An individual 
Judge may kick back from time to time, 
but generally speaking, in important 
cases we shall find the high courts 


‘following the same line as that which 


has been laid down in these several 
important recent cases, and we shall 
find the doctrines becoming firmly es- 
tablished in our legal and govern- 
mental system. 

The two lines of opinion to which 
I refer are, of course, those of the 
Supreme Court of the United States 
(a) upholding the New York State Milk 
Control Act, and (b) the other deci- 
sion of that same court invalidating 
certain features of the Agricultural 
Adjustment Act. And on the other 
side the decision of the New York 
State Court of Appeals in a case, 
which was subsequently vassed on and 
affirmed by the Supreme Court of the 
United States, and the recent - about 
two weeks ago - opinion of the Supreme ~ 
Court of California in upholding the 
state pro-rate act. 

I want to begin by quoting at 
enough length to really do justice to 
the argument of the court as it was 
stated in the Hoosac-Mills decision, 
The Court said: "The Congress is ex- 
pressly empowered to lay taxes to pro- 
vide for the general welfare...The 
necessary implication from the terms 
of the grant (of spending power) is 
that the public funds may be aopro- 
priated 'to provide for the general 
welfare of the United States'!. These 
words cannot be meaningless, else they 
would not have been used. The conclu-- 
sion must be that they were intended - 
to limit and define the granted power. . 
to raise and to expend money". After 
reviewing the narrow Madisonian inter— 
pretation of the spending power con- 
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ferred on Congress by the Constitution 
and the broader interpretation which. - 
was enunciated by Hamilton and ac- 
cepted by Mr. Justice Story, the 
court concluded "that the reading ad- 
vocated by Mr. Justice Story is the 
correct one. While, therefore, the 
power to tax is not unlimited, its 
confines are set in the clause which 
confers it (where the phrase 'for the 
general welfare' occurs) and not in 
those of section 8, which bestow and 
define the legislative powers of the 
Congress. It results that the vower 
of Congress to authorize exnenditure 
of vudlic moneys for public purposes 
is not limited by the direct grants 
of the legislative power found in the 
Constitution". The court referred to 
its own conclusion as "the adoption 
of the broader construction". To be 
sure, they expressly state: "We are 
not now required to ascertain the scope 
of the phrase ‘general welfare of the 
United States', to determine whether 
an ap ropriation in aid of agriculture 
falls within it". On the other hand, 
what they said as to the limitation 
of the powers of taxation and appro- 
oriation was simply that they extended 
"only to matters of national as dis- 
tinguished from local welfare" and 
that "every presumption is to be in- 
dulged in favor of faithful compli- 
ance by Congress with the mandates of 
the fundamental law". It was only 
"if the statute plainly violates the 
stated orinciple of the Constitution" 
that the court would so declare. 

I, personally, can find nothing 
here - in these lines nor between 
them - which indicates that a measure 
honestly conceived to assist a large 
proportion, of our farmers in getting 
back from wasteful and uneconomic 
practices of farming, induced by ill- 
conceived land laws or the absence of 
proper regulatory legislation and 
practically forced woon them by de- 
velopments within the field of in- 
ternational commercial relations and 
domestic finance, and somewhat to 
socialize the burden of re-establish - 
ing practices which would conserve 


resources and assure An adequate de- 
velopment of the nation's agricul- 
tural industry in the future does 

not relete "to matters of national 

as distinguished from local welfare". 
I cannot see how the court which 
wrote the Hoosac Mills opinion could 
say .that even a broad scheme of bene- 
fit payments designed. to cushion the 
burden of technolosical and commer- 
cial readjustment in the agricultural 
industry, if not conditioned on vro- 
duction control, did not fall within 
its broad intervretation of the power 
of Congress to tax and anoronvriate 
"for the general welfare of the 
United States". It is obvious that 
few laws will apply comprehensively 
and uniformly to all classes of our 
pooulation. But if they apply equit- 
ably to one of the major segments of 
our. industrial syste with which all 
the rest of the system is closely 
interarticulated, they would fall 
within the field of Congressional 
authority marked out by the United 
States Suoreme Court in this opinion, 
if English words mean anything. 

If I am right, the Court declared 
implicitly that Congress could apnpro- 
priate public funds for such broad 
nurposes as conserving the nation's 
natural resources or conserving its 
social. resources in a large and inm- 
portant occupational group or in 
government -services such as facil- 
ities for communication or education 
which related directly to this group 
but through them indirectly having 
important repercussions on the na- 
tional life and welfare as a whole. 
What it said explicitly, however, 
was that in pursuing this legiti- 
mate goal of safecuarding the na- 
tional welfare by ameliorating the 
condition of the agricultural class, 
it could not impose specific con- 
trols woon the manner in which agri- 
cultural production was carried on 
within the several states any more 
than it could alter the marriage 
and divorce code, the laws of pri- 
vate business, conditions of citizen- 
shiv, or. similar matters which 
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constitute the reserved rights of the 
sovereign states. bm 

This view of the court seems to me 
both logically and historically cor- 
rect, and, I may add, not unduly re- 
strictive for the carrying on of the 
economic and social entervrises of 
Tis country. It is a distinctive 
feature of our federal government 
that in establishing the central au- 
thority it did not entirely abrogate 
the powers of the constituent common- 
wealths to regulate the political, — 
economic, and social activities of 
their citizens. It was only because 
of this reservation of many, probably 
a majority of governmental nowers, 
that it was possible to get the ori- 
Sinal group to federate for the pur- 
voses of establishing a national 
government which would have suffi- 
cient centralized strength and au- 
thority to exercise effectively the 
powers, chiefly diplomatic, military, 
and fiscal which were delegated to 
it, which were essential to the 
states, but which none of them could 
exercise effectively. With the pas- 
sage of time those centralized powers 
have been somewhat enlarged and or- 
derly, though slow, machinery for 
further enlargement through amend- 
ment is provided in the Constitution 
itself. It is my belief that with 
changes in economic conditions al- 
ready realized or reasonably dis- 
cernible in the future, we shall at 
no greatly distant time find it nec- 
essary and possible to make some fur- 
ther delegations of power to the 
federal government. But I believe 
that it will be bétter political 
science if these powers are for the 
regulation of particular functions 
such as limitation of child labor or 
enlargement of the interstate com- 
merce vower rather than the right to 
control whole industries or branches 
of business. 

The doctrine of inviolable states 
rights within an indissoluble federal 
union was the unique and basic prin- 
ciple upon which the nation was 
formed. In defense of this principle, 
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we later waged a bloody and costly 
civil war and I believe that in 
spite of any irritation we may feel 
at the retardation of certain of our 
most dearly cherished plans of so- 
Cial and economic reform, because of 
the limitations of that constitu- 
tional system, I think we should 
honorably try to observe them rather 


‘than attempt to break them down by 


schemes of indirection. Centraliza- 


tion has its dangers as well as its 


advantages and one need not be 
branded a Tory because he advocates 
making haste in this direction some- 
what slowly. 

So much for the Federal aspect of 
the matter. It is very incomplete 
unless we turn to the State side of 
it. Some peovle have been very deep- 
ly concerned about the implications 
of the doctrine annunciated in the 
Hoosac Mills case, feeling it neces- 
sary to get Federal action because 
of their fear that the States would 
or would not adopt a sufficiently 
broad view. I call your attention, 
therefore, to the fact that the Su- 
creme Court of California very — 
recently uoheld the State Agricul- 
tural Prorate Act in an opinion 
which sweepingly accepted the duty 
of regulating the process of agricul- 
ture and the production within the 
State as something which falls with- 
in the broad interpretation of police 
power which is gaining vogue. 

Quoting from that opinion: . 

"The courts of this state have 
had frequent occasion to expound 
the law avplicable to the vroper ex- 
ercise of the police power of the 
state. In a recent case we held that 
under that power a city by ordinance 
could establish districts or zones 
within its boundaries, and limit the 
uses.to which property located in 
these several zones could be put by 
the individual owner. As marking 
the development and growth of the 
police power the court in that case 
said, 'In its inception the police 
power was closely concerned with the 
preservation of the public peace, 
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safety, morals,and health without spe- 


cific regard for the 'general welfare'. 


The increasing complexity of our civ- 
ilization and institutions later gave 
rise to cases wherein the promotion 
of the vublic welfare was held by the 
courts to be a legitimate object for 
the exercise of the volice vower. As 
our civic life has developed so has 
the definition of 'public welfare! 
until it has been held to embrace reg- 
ulations 'to promote the economic wel- 
fare, public convenience and general 
prosperity of the community...!' The 
vrinciples governing the exercise of 
this high prerogative of sovereignty 
have now been so well established and 
so universally recognized that we 
will end the discussion of the sub- 
Ject by reference to a few recent 
Cases principally from the Supreme 
Court of the United States." The Su- 
preme Court in woholding certain 
State Statutes has accepted that 
broad interpretation. This is parti- 
cularly true in the Nebbia case, the 
ag case, the New York Milk Control 
law/held by their own State Courts 
but apvealed to the United States Su- 
preme Court and there reaffirmed. 
Incidentally, while I was in 
Southern California a few weeks ago, 
the chief of the group that had had 
this State Pro-rate Act, as relating 
to lemons, up in the Supreme Court 
and had it there decided, said if it 
was upheld, they would exert every 
opportunity to get it to the United 
States Supreme Court. I think they 
have the money, so we shall probably 
have an opvortunity to see what the 
Supreme Court thinks on this matter 
in a little different light - that 
is, the issue being a little differ- 
ent from that in the milk case - but 
you see what the same Court will say 
after it said what it did to Mr. 
Butler and the other members of the 
Hoosac Mills group - the principal 
discussion in this California Supreme 
Court decision related to what the 
United States Supreme Court had said 
in its affirmation of the State 
Court's action upholding the Milk 


Control Act. 

Quoting first from the decision 
taken by the New York State Court of 
Appeals, in upholding this before it 
came to the Supreme Court of the 
United States, the New York Court 
said: | 

"Doubtless the statute before us 
would be condemned by an earlier gen- 
eration as a temerarious interference 
with the rights of vroverty and con- 
tract, with the natural law of supply 
and demand. But we must not fail to 
consider that the police power is the 
least limitable of the nowers of gov- 
ernment and that it extends to all 
the great public needs; that consti- 
tutional law is a »rogressive science; 
that statutes aiming to establish a 
standard of social justice, to con- 
form the law to the accepted stan- 
dards of the community, to stimulate 
the vroduction of a vital food prod- 
uct by fixing living standards of 
orices for the producer, are to be 
interoreted with that degree of lib- 
erality which is essential to the - 
attainment of the end in view and 
that mere novelty is no objection 
to legislation..." 

That is what the Court of Avpeals 
of New York said and what they brought 
to Washington to see if the Supreme 
Court of the United States would de- 
tect an error in their reasoning or 
take exception to it. The Supreme | 
Court of the United States accepted 
this view; that demoralization of 
the milk tusiness was detrimental 
to the community and they upheld 
the New York law. All of this was 
taken into account by the California 
Court in its favorable opinion of 
the State Pro-rate Act and then they 
stated their final decision in the 
following paragraphs: 

The concluding. statement of the 
California court was as follows: 

"We do not feel that we are in 
any way or to any extent extending 
the principles of law enunciated in 
the authorities cited above by hold- 
ing that such a business is so af- 
fected with a vublic interest or 
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clothed with a public used as +6 jus- 
tify the state in the exér¢ise of its 
‘oolice power to. impose such reason- 
able regulations uvon tHe quantity of 
the commodity, -that may be produced 
and marketed therein as will save’ the 
industry from destruction from ruth- 
less competition, the direct effect 
of overproduction. The restraint im- 
posed by the statute overates only 
upon the quantity to be produced, and 
the amount to be marketed. After se- 
curing the secondary certificate per- 
mitting the marketing of his propor- 
tionate amount of lemons produced, 
the lemon grower is then left free to 
sell such amount at whatever price. he 
may receive and to whomsoever may de- 
sire to purchase the same. The limi- 
tation simply limits the amount to be 
marketed and does not extend to or 
affect the sale of the commodity. 
‘before stated, the terms of the act 
apply equally uvon all growers and 
distributes the benefits and burdens 
among them in proportion to the 
amount of fruit produced by them. The 
act is therefore neither arbitrary 
nor discriminatory. It cannot be 
said that any versan affected thereby 
is denied the equal protection of the 
law. i" 

Those statements - through every 
légal opinion, to my mind, estab- 
lished the vrovosition which I enun- 
ciated at the beginning, namely, that 
it is the function of government to 
do those things for and with agricul- 
ture which are necessary for maintain- 
ing the health of that industry and, 
through it as an integrally indispen- 
sable and total vart of the economic 
structure, maintaining the general 
welfare of the United States. That 
has been clearly established. 

A second thing has been made 
clear - namely, that the Federal Gov- 
ernment can presumably do everything 
with reference to a statute of that 
sort except as it constitutes an in- 
vasion of the reserved powers of the 
Sovereign State not specifically 
granted under our federated type of 
Government, but that does not mean 
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the necessity of going back to. any- 


‘thing like “horse and buggy days" or 


a condition of laissez faire in 
economics. Even in the case of the 
Federal Government, if the whole of 
the Agricultural Adjustment Act had 
been stricken out, it would still 
fall very far short of putting us 
back to the condition of laissez: 
faire in economics with reference to 
agriculture. 

_' We have had for a long time a very 
effective system of services, guid- 
ance,;. and aid on behalf of agricul- 
ture, without the processing tax and 
production contract device. I am 
inclined to feel that that device was 
distinctly helpful during the veriod 
that it was permitted to operate, but 


I am“vnot at all cast down as to the: “: 


possibilities of the kind of nublic 
service on behalf of agriculture that 
Government could render even without 
processing taxes. The second step, 
however, that the opinion clearly 
upholds, is the power to levy excise 
taxes or processing taxes, or other 
forms of excise tax, making it clear- 
ly possible for it to exercise the 
spending power in behalf of amelior- 
ating agencies, activities for agri- 
culture which would go far beyond 
anything that we had prior to the 
passage of the Adjustment Act. So 
the amount of ground which is lost, 
as I interpret it, is comparatively 
slight and is ground which is denied 
them simply because it is technically 
occupied by state governments. The 
only question, as I see it, then, is 
as to how many states will occupy 

and codify that field within their 
sovereign rights as states with the 
vigor that New York has exercised it 
not only in the Milk Control Act but 
in its policy of building up a set 

of regulations, and not only New York, 
but other states which have conducted 
agricultural activities which have a 
distinctly improving influence on the 
conduct of agriculture in those 
states, or with the vigor that 
California has exercised under its 
State Pro-rate Law, a little A.A.A. 
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law, its four milk laws and quite a 
number gf others, 

“There is no question in my mind of 
the adequacy and the skill with which 
that process is being carried on in 
pace-making, leading states, such as 
California. The question which, it 
seems to me, remains, is whether there 
may not be in certain states, whether 
through lack of interest or unwilling- 
ness to bear the burden, or whatever 
it may be, to develop this field, a 
diginclination to complement the field 
of activity still open to the: Federal 
Government, and in my judgment sure to 
be cultivated more aggressively in the 
future even than it has been in the 
past. States will have only them- 
selves to blame if they fail to cul- 
tivate the field which the general 
trend of statute and case law clearly 
indicates is within their reach if 


they want to exercise it. 

We know, however, that there are 
difficulties. In some cases the 
magnitude of problems within a 
given state’ are rather dispropor- 
tionate to its ability to carry on 
an aggressive program even if it 
is desired to do so and even if the 
state has the vision to see it. “So 
I am inclined to think along with 
the optimistic view which I have _ 
been consciously enunciating here 
as to the future field of govern- 
ment activity with reference to 
agriculture, the weak spot which 
we must recognize is that of 
getting certain states within our 
Federal system to find ways of 
cultivating that field which is 
reserved to them and which I think 
we can clearly foresee will demand 
cultivation for quite a number of 
year ahead. 
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POWER AND ITS SOCIAL CONTROL 


By 


Morris L. Cooke 
Administrator, Rural Electrification Administration » 


I. THE ECONOMIC POSITION OF THE 


ELECTRIC UTILITY INDUSTRY - 


In the course of 54 years, the 
electrical industry in the United 
States has grown from the single 
small generating station which 
Thomas Edison built.on Pearl Street, 
New York City, to a point where it 
now claims an investment of 13 bil- 
lion dollars. This has really been 
a remarkable achievement springing 
from the combined efforts of scien- 
tists, engineers and business men, 
Up to 1930, the activities of this 
industry were progressing at such 2 
rate that scarcely a month passed 
without the establishment of a new: 
record in the capacity of electric 
generating units. At the State 
Line plant on the southern shore of 
Lake Michigan a single unit was in- 
stalled of a size sufficient to meet 
the needs of a community of a half 
million persons. The same sort of 
progress has been made in the art 
of transmission until today we have 
@ 285,000 volt line extending from 
Boulder Dam 271 miles to the City 
of Los Angeles, with copper con- 
ductors the size of a one-inch pipe. 

It may be said to the credit 
of the electrical industry that no 
other industry has as effectively 
and completely adapted power to its 
own service. Electric generating: 
systems have an automatism and fool- 
proofness which is unsurpassed in 
industry. This control has worked 
so perfectly that we rarely are 
forced to note the importance which 
electricity plays in our daily life. 
When an unfortunate combination of 
circumstances does occur and a major 


breakdown of the..supply system re- 


sults, we have an opportunity to 
observe, which is as rare as the 
astronomer's chance to train his 
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A highly congested section of 
New York City was so eclipsed a few 
months ago. This spectacular in- 
terruption of service gave a vivid 
lesson to millions of people on the 
relationship of electric current to 
the life of the city, and at the same 
time a reassuring proof of the 
patience, adaptability and sensible 
behavior of American crowds suddenly 
deprived of their accustomed safe- 
guards by a mechanical accident. At 
4:16 p.m. on an afternoon of pouring 
rain, a main switch "exploded" in the 
New York Edison Company's plant at 
132d Street, the second largest power 
plant in the world. The accident set 
off secondary troubles all over the 
northern half of Manhattan and the 
Bronx. Transformers burned up, man-— 
hole covers were blown off by gas 
explosions, and ina few minutes 
practically all alternating current 
activity had been stopped. 

At the time of the accident the 
subways were crowded with home-ward- 
bound office workers and shoppers, 
and more were arriving constantly. 
Within an hour they had reached a 
high state of confusion. The Bighth 
Avenue line was out of service with 
60,000 people caught in stalled 
trains; the other lines were so jam- 
med that at Times Square the people 
could neither get off nor on the cars. 
At 103d Street, the electric pumps 
used for draining a low place in the 
express track were out of action, 
and the water rose to such a height 
that the express trains could not get 
past. Police warned the spectators 
in Madison Square Garden not to at- 
tempt to get home by the disabled 
subway. It is remarkable that the 
only reported Cisorder was the case 
of one man who was arrested for yell- 
ing defiance at the subway for re- 
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On upper Fifth Avenue the only 
lights were the headlights of auto- 
mobiles and the red tail lights, re- 
flected in the wet streets, with here 
and there a solitary building which 
was lucky enough to have its private 
electric plant. Ina big department 
store the sales force was directed to 
get flashlights and candles from the 
counters on the fourth floor. All 
the elevators and escalators had stop- 
ped, but the employees were able to 
get up the stairs in the dark. The 
entire stock of flashlights and 
thousands of candles were used to 
light the store. The management com- 
mented on the remarkable confidence 
and calm shown by the customers. 

Within a few minutes after the 
accident, men were going from house 
to house peddling candles. It isa 
curious fact that the great city in 
which no one has seriously used can- 
dles for lighting for fifty years or 
more had a large stock of them at 
hand when the need arose. The habit 
of using candles on the dinner table 
was a fortunate circumstance. In one 
hospital, where a six year old boy 
was being given oxygen for pneumonia, 
no candles were to be found in a hur- 
rye For an hour the doctors read 
gauges by lighting matches, before 
someone discovered a flashlight. An 
emergency gall—bladder operation was 
performed by candlelight supplemented 
by a flashlight borrowed from a plum- 
ber who eae to be working in the 
building. 

The guests of apartment hotels 
arriving home found the elevators all 
stopped. The electric clocks had 
stopped, the lights were out. Some 
of those with good heart—action 
walked up to their apartments, as 
far up as the thirty-fifth floor. 
Bell boys were sent up the stairs 
with candles for the guests who were 
marooned on the upper floors. 

Highty thousand peopie were in 
- Movie theatres when the voices of the. 
actors trailed gradually off into 
Silence and the pictures died away 


into darkness. There was practically 
no disorder; the managers offered the 
audience refunds or passes to future 
performances, and they marched out in 
orderly fashion. 

The police teletype and radio 
system in the Bronx were both out of 
commission. Radio messages were sent 
through the station in lower Manhattan, 
Seven exchanges of the New York Tele- 
phone Company were stopped for about 
a minute before the emergency power 
plants were brought into play. : 

The picture I have just given 
portrays electricity as a convenience 
commodity. Even more important, 
though less directly felt by many of 
us, is the part which electricity 
plays in industry. It is indisput-— 
able that the application of elec- 
ticity is having as-much influence 
in changing our social order as the 
introduction of the factory system 
and the development of the modern 
corporation had on the economic life 
of the past century. é 

This electrical development is 
merely the latest stage in the evo-— 
lution of the application of power 
to industry. In the period just pre— 
ceding, the invention of the steam 
engine had made possible the conver- 
sion of heat energy into mechanical 
energy. The steam engine was, and 
even in its most refined state today 
still is, a bulky, cumbrous machine 
with tremendous power, but relative- 
ly difficult to manage. Now to the 
shaft of the steam engine has been 
connected an electrical device — 
the electric generator -— for convert- 
ing mechanical energy into electrical 
energy. This electrical twist has 
given to the steam engine a nervous 
system; it has retained the power of 
steam and into it incorporated, divisi- 
bility, sensitivity to control, and 
most important -- remote control, 
sometimes operating threyep great 
distances. 

These refinements of power ap- 


- plication have only raised to a higher 


degree the economic problens which. the i 
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steam engine had already introduced 
by facilitating and accelerating 
the displacement of manual labor. 
While this displacement of manual 
labor is still going on apace, 
creation of the photo-electric cell 
has introduced a new force into our 
industrial order which may ulti- 
mately, through its superhuman pre- 
cision and accuracy, displace skil- 
led labor in the same measure that 
manual labor has lost ground. This 
brings us to the edge of that realm 
of conjecture into which I do not 
propose to enter, but I shall give 
you the perspective which Edison ex- 
pressed shortly before his death. 
Woe... IT am an old man now. I 
have lived to see the street 
car, the elevator, the electri- 
fied railroad, the automobile, 
the phonograph, the motion 
picture, the radio, the air- 
plane, and the beginning of 
television. It seems today to 
many; as it seemed to most men 
and women in 1882, that no 
great forward steps remain to 
be taken. | 


"It may be that the next forty 
years will not produce inven- 
tions of such revolutionary 
character. Progress has been 
so rapid that we may require 
a breathing spell in which to 
consolidate our gains, and 
‘develop present inventions to 
their full capacity. But of 
one thing I am more positive 
than I was even forty years 
ago - the electrical develop-— 
ment of America has only well 


begun." 


If you have a further interest 
in these social and economic as 
pects of the power problem, I re- 
commend to you a book by Fred 
Henderson entitled "The Economic 
Consequences of Power Production. 

On the other hand, electricity 
has much to offer in the recon- 
struction and realignment of our 
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social and economic forces. I shall 


have more to say about this later on 
in discussing the activities of the 


Federal Government in the field of 
power and in the use of electricity 
as a coordinating factor in our 
national planning. For the moment 
I should like to examine with you 
some of the economic characteristics 
of electricity as a commodity. 
Electricity is the most perish- 
able of commodities. It must be 
marketed at the instant it is pro- 
duced. We have not yet found a sa~ 
tisfactory means for storing electri- 
city in large quantities. Conse- 
quently, the productive equipment - 
the boilers, turbines, generators 
and distribution facilities -—— must 
be built to a capacity which will 
meet the maximum demand in the mar- 
ket at any given instant. 

- The soap industry by forecast- 
ing its demand can adjust its plant 
capacity so that there is a minimum 
of idle productive equipment. For 
the electrical industry to achieve 
this end, it would be necessary for 
one of two conditions to exist. 
Hither all electrical appliances 
would need to be operated continu- 
ously - the absurdity of this is 
apparent when we consider burning 
our street lights when the su is 
bright, or running empty street cars 
through the night -—~ or maximum 
plant output could be attained by 
staggering the use of appliances so 
that we have a uniform demand at all 
times. This latter condition of ; 
staggered use is the ideal toward 
which the electric utility business . 
strives. If this condition could be 
realized the average demand would be 
100 percent of the maximum demand. 
To use a technical expression, the. 
load factor would be 100. , 

These peculiarities complicate. - 
the problem of rate making — or of: 
determining fair prices within each — 
customer class. When the industry 
was very young, English engineers ~ 
set down. the principles which govern - 
scientific rate making. Their 
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analysis demonstrated the two essen- 
tial components of the cost of. electric 
service. First, there are the constant 
costs ~ interest, depreciation, taxes - 
and, second, the variable costs, the 
most important of which,in steam™ 
plants, is fuel. This classification 
of costs makes possible a fairly ac- 
curate assessment of each consumer's 
responsibility, in the load of the 
system by the use of a two-part rate, 
consisting of a demand charge and an 
.energy charge. In Norway, where all 
electricity is generated by falling 
water, the fuel component of the rate, 
being nil, drops out and a one~part 
.rate is in use based on maximum 

demand alone. In large power con- 
tracts the two-part principle is 
rigorously applied with additional 
refinements to insure against vari- 
ations in relatively-minor costs. 

But for the small domestic consumer, 
experience has taught that a simple, 
clearly understandable rate struc- 
ture with.an average demand assumed 

is most conducive to generous use of 
electricity. 

; Let us turn for a moment to the 
development of the corporate struc- 
ture of the electric utility indus- 
try. There were in the United States 
in 1902 3,600 privately.and public- 
ly owned electric supply establish- 
ments. By the time of America's 
entrance into the World War, the 

number of establishments had in- 
creased to 6,500. Following the 
War, however, through a period of 
mergers and consolidations the 
number decreased so that today there 
are approximately 1,600 privately 
owned and 1,900 municipally owned 
electric utilities operating in 

this country. 

Early in the development of the 
American utility industry strong fin- 
ancial interests began to concentrate 
in their hands the control of utility 
operating properties. This. was in 
part a result of the necessity at 
that time for manufacturing companies 


to finance the sale of their own 
products. The General Electric 
Company was probably the most not- 
able owner of operating company - 
securities. In the early twenties 
this company transferred its hold- 
ings in operating utilities to an- 
other corporation. By 194 the In- 
sull system had come to control 
nearly one-tenth of the industry. 
At that time 64 percent of the total 
energy was generated by operating 
companies which were part of a hold- 
ing company system, whereas by 1929 
this concentration had increased to 
82 percent. The change indicated 
between these.two periods marks a 
highly significant trend in the 
concentration of control and in the 
separation of control from owner- 
ship within these vast utility em- 
pegee by a pyramiding process. 

It is this gigantic machine 
which a handful of public guardians 
are charged with holding in check 
through the channels of public con- 
trol. The legal principle of the 
tight of public authorities to re- 
gulate enterprises which are cloth- 
ed with a public interest dates 
back to the common law of the Mid- 
dle Ages. In those.days wharves, 
mills and common carriers were 
closely regulated. Doctors, tailors 
and innkeepers came under the sur- 
veillance of public authorities. 
Thus, regulation in the public in- 
terest is no new concept. As our 
society changes, new institutions 
appear to serve the public and new 
instruments are devised to keep and 
hold them within the bounds of the 
public interest. 

There are a great number of 
somewhat technical factors which 
favor monopoly operation of elec- 
tric utilities. -Accepting the 
monopoly principle on technical 
grounds, both economic and engineer 


ing, the public must not.be left 


to its mercy. If the monopoly is 
to be operated by private interests 























it must be regulated by public au. 
thority. Since 95 percent of our 
present-day electric industry is 
privately owned, we have a major 
problem of regulation on our hands. 

The basis of regulation is the 
police power of the government. 

The farthest reach of regulation is 
limited by the due-~process clause 
of the Constitution. Between these 
limits units of government have 
sought with varying degrees of suc- 
cess to replace competition with a 
regulating mechanism, 

State legislatures have dele- 
gated their powers for the regu- 
lation of public utilities to com- 
missions. The general intent of 
these bodies has been to limit the 
return on the value of the property. 
The procedure has been to assign a 
fair value to the property, usually 
by means of two principles. One is 
the reproduction cost principle, 
which requires that the value for 
rate making purposes correspond to 
the replacement cost less depreca-— 
tion. During periods of high con- 
struction costs this principle 
favors private investment by in- 
flating the value of assets. The 
other principle of valuation is 
that of original cost ~ sometimes 
referred to as prudent investment. 
In periods of low construction 
costs the utilities are prone to 
urge this principle upon commis- 
Sions and courts in order to pre- 
vent deflation of the value of 
assets. The Supreme Court has not 
yet clearly defined to what extent 
principle is to be applied. The 
majority of the Court has in recent 
years leaned decidedly toward the 
reproduction principle with the 
Minority dissenting sharply. Many 
students of the problem are out- 
spoken in their condemnation of the 
reproductién cost theory. Robert 
L. Hale has placed the indictment 
succintly in charging that the as- 
sumed sanctity and certainty of 


this theory are the consequence of _ 
loose reasoning, and that it "serves 
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merely to divert the time, attention, 
‘and funds of regulating bodies out of 
the proper channels into one of the 
most unreal fields of speculation in 
which the minds of metaphysicians 
have disported themselves since the 
days of medieval schoolmen." Coste 
finding required for managerial pur- 
poses is impossible with unit prices 
varying constantly as they necessarily 
must under the reproduction theory. 
Further, without the ability to de- 
termine costs with a fair degree of 
accuracy, regulation in the long run 
will prove ineffective. 

Without clear cut legal dicta 
the commissions have been seriously 
handicapped. At the fork of the 
road the signs have been confusing. 
Other extraneous matters such as in- 
sufficient personnel, lack of appro- 
priations and the absence of control 
over interstate operations have con- 
tributed to the inefficacy of com- 
mission control. These obstacles 
have thwarted earnest efforts to 
protect the public's interests even 
by some of our most able commissioners 
But perhaps as serious a factor as 
any which has cast its shadows over 
the commissions has been the judi- 
cial attitude which they have as-— 
sumed. Rather than championing the 
public cause, they have sat as media-~ 
tors. Before this court we have on 
the one side the highly paid and 
deftly prepared expert testimony of 
the utilities and on the other side 
little more than the stark complaints 
of the consumers. 

Popular criticism of the utility 
industry in its treatment of the pub- 
lic may be divided into two phases, 
First, there are comtless ways in 
which the utilities have successfully 
evaded regulation and exacted undue 
gains that are ultimately paid as 
higher charges by the electricity 
consumer or suffered as losses by the 
investor in utility securities. The 
second point of irritation is the 
economic philosophy of high wnit | 
charges and low customer consumption 
which has pervaded rate making for 
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domestic and small commercial power. 
This theory may have been justifi- 
able in the experimental period when 
risk was relatively high. But such 
theory is now untenable in an in- 
dustry which has acquired a stability 
and security of income which is paral- 
leled by few, if any, other industries. 
The time has come when in the in- 
terest of the public welfare the con- 
verse theory — low unit charges and 
high customer consumption ~ must be 
put into practice. 

With state commissions hamper- 
ed by confusing court opinions, by 
the pressure of powerful financial 
groups and by their limited juris- 
diction, assistance from the Federal 
Government appeared essential if the 
system of private ownership under 
regulation was to survive. 


II. PARTICIPATION OF FEDERAL GOVERN} 
MENT IN CONTROL - 

The first Federal recognition 
of the power regulation problem came 
in 1920 with the creation of the 
Federal Power Commission as pre- 
scribed by the Federal Water Power 
Act. Under the provisions of the 
Act the Commission is to examine ap- 
plications for the construction of 
hydro-electric developments on navi- 
gable streams and on public lands. 
The Commission, as it was original- 
ly set up, comprised three ex-officio 
members from the President's Cabinet. 
The Commission in its early days 
limited its action largely to such 
rather perfunctory matters as the 
issuance of permits and licenses 
for developing water power sites. 
The Commission had existed in this 
rather passive state for ten years 
when, in 1930, it was reorganized 
and five appointive commissioners 
were substituted for the three de- 
partment heads. 

The first real move by the 
Federal Power Commission toward aid- 
ing electric utility regulation on 
a broad national basis came in 1933 
with the inception of two surveys, : 


one an inquiry into the power pro- 
duction facilities of the country and 
the other a comprehensive analysis of 
rates charged by electric utilities, 
Both of these surveys = the National 
Power Survey and the Electric Rate 
Survey ~ have already published in- 
terim reports which have brought to 
public attention (1) deficiencies 
and surpluses in the generating 
capacity in various sections of the 
country and (2) the many inequali- 
ties and abnormalities in electric 
rates. Further fact-revealing re- 
ports are expected to give an even 
more complete picture of the in- 
dustry and its rate practices. A 
special study is being made of the 
cost of distribution -~ that phase 
of the industry beyond generation 
and transmission -~ which has here- 
tofore been little understood. 
During the decade 1920 to 1930, 
control of utility properties was 
becoming highly concentrated through 
the pyramiding of holding companies. 
Reports of the Federal Trade Com- 
mission reveal that powerful fin- 
ancial interests, unbridled by the 
ordinary checks of corporate or-~ 
ganization, were perpetrating many 
socially undesirable transactions 
under the cover of an almost in-— 
penetrable maze of corporate 
structures. Property values were 
inflated by write-ups to such an 
extent that they could not possibly 
be supported by any reasonable esti- 
mate of potential earnings. Fan- 
tastic bonuses and other. excessive 
remuncrations for service were paid 
utility officials. Watered securi- 
ties were issued and sold to an un- 
suspecting public as the weight of 
this corporate dead wood strained 
to the breaking point. Loans were 
negotiated "upstream" from operat— 
ing companies to parent companies 
rather than in the reverse direction. 
Struck by the collapse of the stock 
market in 1929 this house of cards 
toppled with far ficager i Dovenhaa? 
berationse © une 
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In striking contrast to the 
heavy mortality rate of holding com+ 
panies is the record of the electric 
operating companies from 1929 to 
1935 inclusive. There has not been 
one important electric operating 
company failure! In spite of the 
heavy debt burden that these operat~ 
ing companies bear they have come 
through the depression years: prac- 
tically unscathed, and many of them 
are in a stronger financial position 
today than they were in 1929. 

The: terms upon which these op- 
erating companies have been able to 
borrow funds within the past year 
are evidence of this underlying 
strength. Loans for terms of twenty- 
five and thirty years have been 
made on a three and one-quarter per 
cent basis. The steady flow of re- 
venue in good times and bad from 
their twenty million domestic cus- 
tomers has protected these com- 
panies from the losses suffered by 
so many railway and industrial en- 
terprises. Since 1929 domestic con- 
sumption of electricity has in- 
creased over 40 percent. 

The irresponsible activities of 
holding companies have been abetted 
by the absence of control over the 
interstate activities of utility 
companies. The jurisdiction of in- 
dividual state commissions was of 
insufficient breadth to cope with 
corporate organisms which were 
spreading themselves octopus~-like 
over wide areas of the country and 
embracing many states in a single 
system. Obviously action of the 
central government was required to 
bring these powerful corporations 
within the bounds of the public in- 
terest. 

During the past eight years 
the Federal Trade Commission has 
been investigating the public re- 
lations and financial structures of 
these holding companies. In the 
course of this probing, which is 
now being concluded, a great mass of 
evidence has been produced. Pub- 
lished in some 60,000 pages, this 
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evidence has left no doubt of the 
uigent need for Federal regulation. 

Public indignation resulted in 
the passage by Congress of the Pub- 
lic Utility Act of 1935 over the 
bitter protest and acrimonious op— 
position of the utility defenders. 
This Act was drafted with close re- 
ference to the irregularities un- 
covered by the investigations of ‘the 
Federal Trade Commission. But the 
constitutionality of the Act is now 
being challenged and a large group 
of holding companies refuse to com- 
ply with its provisions until its 
constitutionality is decided by the 
Supreme Court. 

Under the new Act authority is 
vested in the Securities and Exchange 
Commission (SEC), which was created 
in 1934, to regulate certain aspects 
of public utility holding companies. 
The basic control device which is 
used in the Act is that of requiring 
those companies which are interstate 
in character to register with SHC. 
Companies which fail to register are 
denied the instrumentalities of 
interstate commerce to carry on their 
businesse Registered companies are 
required to file with the SEC in- 
formation pertaining to the structure 
of their systems and the scope of 
their activities. The SEC is direct- 
ed to examine all security issues of 
registered companies, Issues which 
do not meet the standards of sound~ 
ness and fairness pregcribed in the 
Act are to be stopped. 

The most controverted section of 
the Act is that which provides for, 
first, the voluntary (after January 
1, 1936) and later, the mandatory _ 
(after January 1, 1938) simplification 
of the corporate structure of hold- 
ing companies. Simplification means 
the reduction of a widely scattered 
holding company system to one com- 
prising a geographically integrated 
operating area. Over the exchange 
and disposition of securities which 
will be necessary to effect this 
requirement of the Act, the SHC will 
have complete supervision. Un 
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necessary construction and manage- 
ment subsidiaries - a favorite de- 
vice for slipping fabulous profits 
out of the back door — are to be 
eliminated,and charges are to be 
kept within the limits of cost. Inter- 
corporate relations of those re- 
maining are to be strictly control- 
led. A system of "mutual service 
companies" whereby the holding units 
may retain the benefits of large 
scale servicing, construction and 
sales is suggested by the Act. 
Strict regulations are placed on 
intercompany transactions invol- 
ving loans, payment of dividends, 
redemption of securities, and dis- 
position of utility plants and 
securities. Uniform accounting 
methods are provided for,and com-: 
panies are held liable for mis- 
leading statements. 

Provisions of this Act were 
written to supplement and re- 
inforce state public utility re- 
gulation rather than in any way to 
supplant it. The SEC is in- 
structed to make investigations 
at the request of state comhis-— 
Sionsand to supply them with the 
results of special studies. 

Title II of the Act empowers 
the Federal Power Commission to 
regulate the wholesale rates: for 
energy flowing across state boun- 
daries and to control the services, 
practices and facilities of power 
companies in interstate transmis-— 
Sion. This brings under control 
certain abused liberties which 
have been beyond the jurisdiction 
of state regulatory bodies and so 
strengthens the state commissions! 
position. A precedent for this 
type of interstate regulation is 
found in the Interstate Commerce 
Commission which was createé in 
1887 to regulate common carriers. 

At the same. time that cor- 
rective measures are being applied 
to the electric utility regula- 
tory machinery of the country, a 
movement toward the conservation 
and more rational use of the 


abundant water resources of the 
nation has been started. Such ac- 
tivity has been incorporated in the 
public works program directed to- 
ward the relief of the unemployment 
situation and the restoration of pur- 
chasing power. 

Under the PWA preference has 
been given to certain classes of 
projects, one of which is electric 
power developmentse The principal 
function of the PWA has been to make 
financial advances after careful ex- 
amination of the feasibility of pro- 
jects which have been submitted. 

Financial assistance has been 
given to non-Federal applicants by 
way of grants of from 30 to 45 per- 
cent of the cost of the work, with 
the option of a secured Ioan for the 
balance. These terms have attracted 
numerous applications from munici- 
palities seeking to build electric 
supply systems, some of which would 
compete with privately owned sys— — 
tems. In many instances the threat 
of competition from a publicly owned 
plant induced operating companies to 
make substantial reductions in rates, 
Not only in the localities where 
agitation arose but throughout the 
country the potentiality of competi- 
tion probably has been a contribute 
ing factor to reductions in rates. 

The greater part of PWA fine 
ancial advances to power projects 
have been made to aid works which 
will be owned by the Federal Govern- 
ment. The completion of Boulder Dan, 
now being constructed by the Federal 
Bureau of Reclamation at a cost of 
$115,000,000, is made possible by 
such assistance. This massive — 
structure is an example of the 
multiple-~purpose type of dam which, 
because of its widespread and often 
unassessable social and economic 
benefits,falls to the lot of the 
Government to construct. This dam 
provides a water supply for Los 
Angeles and its environs, stores 
water for irrigation in the Imperial 
Valley of Southern California, re-— 
leases water into the hvdro~electric 




















turbines of both public and pri- 
vate electric systems, and pto- 
vides extra storage space for 

flood waters. The ultimate ca- 


pacity of the sixteen turbines at 


the base of Boulder Dam exceeds one 
million eight hundred thousand 
horsepower and is greater than the 
aggregate capacity of the 2700 
hydro turbines which existed in 

the United States in 1907. 

Several other Federal multi- 
ple-purpose dams are now under 
construction. One of these, 
Bonneville Dam on the Columbia 
River, is being constructed under 
the supervision of the Corps of 
Engineers of the United States 
Army to improve navigation and to 
develop power. Also on the Colum 
bia River is the Grand Coulee Dan, 
being built by the Bureau of Recla- 
mation as a combined power-irriga- 
tion development. A mountainous 
earthwork barricade is being 
raised in the upper reaches of the 
Missouri River at Fort Peck in an 
effort to control flood waters and 
aid navigation. Power generation 
here is of a secondary nature. 

The ultimate installed hydro- 
electric capacity planned for these 
three dams is nearly one and one- 
half million kilowatts. Such are 
the efforts of the Federal Govern- 
ment to utilize rationally the 
country's white-coal resources. 

For the purpose of effecting 
the comprehensive development of 
the resources of the Tennessee 
River Basin, Congress, in May 1933, 
created the Tennessee Valley 
Authority (TVA). Among three di- 
rectors appointed by the President 
is allocated the administrative 
responsibility of the Authority. 

To one of these directors is 
assigned the bulk of the electric 
power problems which come within 


the jurisdiction of TVA. 


The Tennessee Valley abounds 


in water power potentialities. The 
‘program of the TVA, which is al- 


tested and applied. 
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ready well advanced, undertakes not 
only to develop the power potentiali- 
ties in conjunction with navigation 
improvement and flood control but 
also to drive home to the domestic 
consumer the benefits of cheap elec- 
tricity. With this end in view 
transmission facilities are provided 
to deliver bulk energy to the dis- 
tribution systems of municipalities 
and cooperative associations. The 
prescribed rates for the retail sale 
of TVA power give the customer 100 
kilowatt-hours at $3.50 and 500 kil- 
owatt-hours at $7.90 on a monthly 
basis. 

The TVA is serving as a proving 
ground for many interesting social 
and industrial developments. Many 
observers are viewing TVA as an ex- 
cellent opportunity for much needed 
decentralization of certain indus- 
tries, which will at the same time 
elevate the standards of living in 
many parts of the area now far below 
the national average. Advanced 
practices in engineering are being 
One such prac- 
tice now under consideration is a 
scheme to use unmarketable surplus 
energy which comes at "off-peak" 
periods to pump water into storage 
reservoirs which will subsequently 
be released through generating units 
when the energy is marketable. The 
principle of hydro and steam plant 
interconnection underlies the total 
program of development of all dam 
sites along the Tennessee River and 
its tributaries, This principle, 
when applied to large areas, permits 
a maximum of energy generation with 
the minimum of cost and the most 
effective use of plant. 

The second works relief appro- 
priation made by Congress during the 
Roosevelt Administration expressly 
earmarked funds to be expended for 
rural electrification: This wag’ a 
recognition of the fact that only 
about one farm in ten enjoyed the 
advantage of central-station elec- 
tricity. To administer this program 
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President Roosevelt by executive 
order created the Rural Electrifica- 
tion Administration (REA). The 
policies since formulated by REA for 
its operation have been to make loans 
to public or private bodies for the 
construction of rural distribution 
lines. Borrowers of RHA money are 
to repay the loan within twenty 
years with interest at three per 
cent. AS we review the progress of 
REA during the first eight months 

of its existence we sense a growing 
tendency among utility companies to 
respond to the demands of the farmer 
for electric service. Looking ahead 
we see unmistakable signs of a ful- 
filment of the REA program through 
the combined efforts of utility 
companies and cooperative associa- 
tions, which are rapidly growing in 
number and importance. 


III. POWER, UNDER SOCIAL CONTROL, AS 
A COORDINATING FACTOR IN CON- 
SERVING OUR NATURAL RESOURCES - 
Pressure of population, national 

defense and conservation of natural 

resources have long been considered 
three outstanding problems of social 
policy. Economic disaster, physical 
catastrophes and social necessities 
are driving home to our people the 
vital need for conservation all alang 
the line. 





Conserving for man's use the maxi- 


mum amount of power released by the 
flow of our waters is an important 
conservation measure. And, under wise 
social control, we must carry out a 
soundly conceived integrated program 
for the maximum use and control of 
water from the moment that it falls 

as rain on the headwaters of a great 
drainage basin until it finally reach- 
es the sea. Planning for these goals 
must be on a high level with the most 
modern techniques employed. Control 
of surface waters for the conserva- 
tion of land, of power, and of the 
water itself is man's immediate task 
if the virility of our national 
existence is to be preserved. 
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The need for conservation 
measures has been increasingly recog- 
nized for. over forty years. Gifford 


. Pinchot and Theodore Roosevelt did 


much to educate the American people 
to the destructive waste and wanton 
exploitation of our natural resources, 
especially as to our forests. Sup- 
plementing its power studies and 
power conservation measures, this 
Administration has made comprehen- 
sive studies of our natural re- 
sources and has energetically 
pressed conservetion activities. 

Late in 1934 the Mississippi: 
Valley Committee reported on prob- 
lems attending the use of water in 
the Mississippi Drainage Area. As 
a result of their studies the mem-— 
bers of that committee unanimously 
concluded that the time has passed 
when isolated or unrelated plans 
were adequate to American needs 
and reported that: 

"Planning for the use and con- 
trol of-water is planning for most of 
the basic functions of the life of 
the Nation. We cannot plan for water 
unless we also consider the relevant 
mroblems of the land. We cannot plan 
for water and land unless we plan for 
the whole people. The need for 
planning arises out of the needs and 
desiresof the people. ..°: 2° Whew 
must be sought is effective means 
for carrying out the common purpose, 
not only in the interest of the 
living generation, but for the pro- 
tection and enhancement of the lives 
of all generations to come." 

Thus the problems of an inte- 
grated power supply, rural electri- 
fication, promotion of navigation, 
erosion control, and flood and low 
water control in our greatest valley 
were found to be closely interwoven. 

In a somewhat similar study, 
the Water Resources Committee of the 
National Resources Board surveyed 
the status of the water resources of 
the entire nation and in each of the i 
great drainage areas it found similar — 
problems. The conservative New York 




























Times recently made the following 
summary and appraisal of this 
Committee's conclusions: 

", . . . A document of the 
highest social importance... 
Its Water Planning Committee de- 
veloped the first comprehensive 
proposal for the control and 
utilization of the nation's 
Streams - from rills to nighty 
rivers . - The Committee's sur- 
vey makes it plein enough that the 
problem presented cannot be solved 
by individual communities and 
States. It is regional. It con- 
cerns not merely the Mississippi 
and its tributaries, but the comt- 
less little streams that interlace 
the country from coast to coast. 
With it are bound up recurrent 
droughts, erosion that carries 
away the topsoil of the upland 
farms and leaves hardpan almost. as 
impervious to water as a sheet of 
glass, waterpower plants, irriga- 
tion projects, pollution of streams, 
inland navigation, municipal water 
Supply, water conservation and 
water utilization in their broad- 
est aspects." 

"If the floods have taught us 
anything, it is the need of some- 
thing more than a dam here and a 
storage reservoir there. We nust 
think of drainage areas embracing 
the whole country - think of small 
projects which number thousands, 
but which are necessary, individual 
pieces in a vast mosaic of definite 
pattern, think of major engineering 
undertakings in terms of decades." 

Three Federal agencies - the 
Soil Conservation Service, the Re- 
settlement Administration and the 
Rural Electrification Administra- 
tion - early this year prepared a 
report entitled "Little Waters: A 
Study of Headwater Streams and 
Other Little Waters." In trans- 
mitting this to the Congress, the 
President said: 
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"This report treats of a subject 
with which the physical wellbeing of 
our people is intimately bound up, 
yet to which, in the past, too little 
attention has been paid. We have 
érown accustomed to dealing with 
greet rivers, with their large prob- 
lems of navigation, of power and of 
flood control, and we have been 
tempted to forzet the little rivers 
from which they come. The ‘report 
points out that we can have no 
effective national policy in these 
matters, nor in the closely related 
matter of proper lend uses, until we 
trece this running water back to its 
ultimate sources and find meens of 
controlling it and of using it.! 

"Our disastrous floods, our 
sometimes almost equally disastrous 
periods of low water, and our major 
problems of erosion, to which atten- 
tion has been called by the reports 
of the National Resources Board, the 
Mississippi Valley Committee, the 
Soil Erosion Service, and other 
agencies, do not come full-grown in- 
to being. They originate in a snall 
way in a multitude of farms, ranches 
and pastures." 

"It is not suggested that we 
neglect our main streams and sive our 
whole attention to these little 
waters but we must heve, literally, 
a plan which will envisage the prob- 
lem as it is presented in every farm, 
every pasture, every wood lot, every 
acre of the public domain."! 

", 4 . « Our objective must be 
so to manage the physical use of the 
land that we will not only maintain 
soil fertility but will hand on to 
the next generation a country with 
better productive power and a sreater 
permanency of land use than the one 
we inherited from the previous fenera- 
tion. The opportunity is as vast ag 
is the danger," 

"Little Waters" illustrates in 
Simple terms by means of photographs, 
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drawings and text, the need for con- 
trolling little waters, the enrich- 
ment of human life that would result, 
and the most modern methods of such 
control. Through check dams, re- 
forestation, the development of 

small ponds and reservoirs, terrac- 
ing, contour plowing, strip-cropping, 
and proper crop selection, the move- 
ment of water can be retarded, in- 
filtration encouraged, and natural 
underground storage reservoirs replen- 
ished. 

It is sometimes argued that under 
our Constitution the nation is power- 
less to protect itself from the curse 
of floods and the degeneration of our 
soils or to integrate its efforts for 
water control and conservation. 

Elihu Root, one of our great constitu- 
tional lawyers, in 1913 vigorously 
supported the position that the Fed- 
eral Government has wide jurisdic- 
tion over drainage basins in their 
totality, when he said; 

"A waterway is a whole. Navi- 
gation at a particular point does 
not stand by itself. The streams 
that we have been working upon for 
many years we improve step by step, 
mile by mile, beginning with a dam 
here, making a pool above it, and 
going on and building another and 
another and another. Each is as 
much a whole as any trenscontinen- 
tal line. The Supreme Court of the 
United States based its decision in 
the Rio Grande case. . - upon 
that proposition, that although the 
portion of the Rio Grande, the treat- 
ment of which was called in question, 
was not navigable, nevertheless the 
Rio Grande must be treated as a whole, 
and the treatment of that non-naviga- 
ble part must be considered with ref- 
erence to its effect upon the naviga- 
tion of the lower part of the stream. 
Therefore, Federal authority could 
deal with it. 

"Upon no other ground do we justi- 
fy ourselves in the purchase of Appala- 
chian forest reserves except to pre- 
serve and give out gradually the water 


which flows down through the naviga- 
ble streams of the Atlantic seaboard. 

"From the mouth to the source 
and in all the contributory feeders 
a water system of navigation must be 
treated as a whole. . «..* 

These waters in the end will be 
treated as a whole by the law just 
as they must be treated as a whole 
in our social and engineering plan- 
ning. A -few days ago I testified 
before a Senate committee in general 
support of a bill for a Mississippi 
Valley Authority. The essence of my 
testimony was that for effective re- 
sults the great water control works 
in the lower reaches of our rivers 
must be supplemented with the proper 
conservation of water in the head- 
waters of these rivers. 

The recent floods have given re- 
newed impetus to the drive for com- 
prehensive national planning as to 
soil, water and power. The dramatic 
force of the floods raging through 
twelve of our states, the loss of 
several hundred lives and property 
destruction totaling over 500 
millions of dollars all serve to 


need for positive action of a charac- 
ter that will prevent these major 
catastrophes and control water so as 
to make of it a valued servant in- 
stead of a destructive eneny. 

It is fortunate indeed that 
coupled with this growing public 
consciousness of the need for an 
integrated program we find ourselves 
with a wealth of man power and a 
solid foundation of national credit 
with which to start the job. Such a 
program would require the maximum 
social control of power supply as 
well as of waters. In earlier years 
undeveloped resources and expanding 
industry absorbed our labor and 
strained our credit. For some time 
to come, there may be a great pool 
of idle labor and a’plethora of idle 
capital seeking employment. Produc- 
tive employment for both is offered 
in saving man's irreplaceable land 


























and water resources and increasing 
the amount of electrical energy at 
his command. 

Any program adopted will 
necessarily employ those methods 
of water control which will serve 
to make stream flow more uniform. 
Explorers have discovered many 
kinds of rivers but man has never 
found the ideal river -- the river 
with uniform flow throughout the 
year. Such a program implies a 
degree of headwater control and 
retardation of run-off that we have 
not had since the early settlers in 
this country destroyed the pro- 
tection of forest and grass whica 
nature provided to retain her rain- 
fall for the benefit of all forms 
of life. 

Agricultural objectives and 
methods must be revised on a nation- 
wide scale, soil "mining" must 
cease, and the destructive ratio 
heretofore prevailing of three 
acres of soil-depleting crops to 
one acre in soil-building crops 
must be reduced. Grasses and le- 
gumes will gradually supplant crops 
that offer no protection against 
erosion. 

By holding the rain where it 
falls, time is provided for it to 
be absorbed into the soil and to 
find its way into underground 
storage reservoirs. Much can be 
done by bringing about the generel 
adoption of contour plowing, 
terracing and strip cropping. The 
construction of a vast system of 
check dams, end the restoration of 
_the multitude of smell ponds and 
swamps that a lend hungry people 
improvidently destroyed, will meke 
another important contribution to 
proper headwater control. 

There must be the replacement 
of some of our earlier forest cover 
by forestation of great stretches of 
poor and hilly lands and by helping 
the farmer to restore or increase 
the size of his woodlot. 

Enough has been accomplished by 
isolated experiments to indicate the 
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remarkable results that would be pro- 
duced by a nation-wide effort along 
these lines. The Director of” the 
Soil Conservation Service hes testi- 
fied that by employing such measures 
"the volume of run-off water can be 
reduced’ 20" to 25 per"cent --“vhe mer= 
gin in most cases between mere high 
water and destructive floods.! 

Thorndike Saville, a careful 
student of water problems, testified 
after these recent floods that "From 
40 to 50 per cent of the general 
damage and a greater per cent of the 
concentrated damage from floods 
could be prevented as a part of a 
comprehensive watershed development." 

The benefits of these measures 
in holding flood damage within 
reasonable limits and in checking the 
cancerous growth of soil erosion are 
beginning to be well understood. 

Lev us’ explore ‘the. errece an 
these measures on the national power 
picture. During the past ten years 
in the United States, electricity 
produced by water power has varied 
from 34 to 41 per cent of the total 
annual production. These variations 
have depended upon such factors as 
the volume and timing of precipita- 
tion, capacity of existing hydro- 
electric plants and the demand for 
power. In 1982 for example, the lack 
of industrial demand for power re- 
sulted in a sharp curtailment of 
total production and a normal water 
power production for that year amount- 
ed to 41% of the total - a new high. 

Water control measures which in- 
crease the uniformity of stream flow 
will serve to add to the output of 
existing water power plants. These 
measures will provide for the develop- 
ment by future generation of water 
power which will be needed to meet 
increasing demands for electric 
energy. Increasing integration of al 


“power producing sources will tend to 


decrease the cost of electric energy 
and thus open vast new markets for it 
The wider the integration, the more 
feasible it will be to use hydro 
generated energy to supplement fuel 
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generated energy rather than to com- 
pete with it. 

Greatly increasing the upstream 
storage capacity, both on the sur- 
face and through utilization of 
natural underground storage reser- 
voirs will have an important influ- 
ence in regularizing the use of 
downstream reservoirs. Reduced to 
its simplest terms, the process is 
one of providing many small reser- 
voirs upstream as the necessary 
corollaries of a smaller number of 
large reservoirs downstream. 

Present private power practice, 
and recent developments in flood 
and soil erosion control clearly 
indicate that all dams in the 
future should be considered as 
multi-purpose dams. <A construc- 
tive social point of view will re- 
quire that they be so designed and 
located as to yield the maximum 
social benefit in terms of power 
production, navigation, flood and 
low water control, water storage, 
soil erosion control or any combi- 
nation of these uses. 

The idea is rapidly becoming 
obsolete that most great dams should 
be built for a single purpose, such 
as navigation or flood control - and 
effective upstream control will do 
much to remove any justification for 
it that may have previously existed. 

A splendid illustration of this 
is found in Ohio. Following the 
historic Dayton flood of 1913, Day- 
ton's advisers turned to England- 
where physical conditions do not 
make water power development possible 
for guidance. As a result a Conser- 
vancy District Act was passed. "Con- 
servancy" is an English term and re- 
lates largely to straightening rivers 
and preventing floods. Just as the 
word lacks the broad connotation of 
our word "Conservation", the scope of 
the Conservancy Act was narrow, power 
was excluded and you will find on: 
each of these dams a tablet which 
reads; 


"THE DAMS 
OF THE MIAMI CONSERVANCY DISTRICT ARE 
FOR FLOOD PREVENTION PURPOSES 
THEIR USE FOR POWER DEVELOPMENT 
OR FOR STORAGE 
WOULD BE A M 


Laws linger on long after the 
ideas which gave. rise to them have 
been buried. Twenty-two million 
dollars of Federal funds in addition 
to over twelve million dollars of 
local money will be used to build a: 
series of flood control dams for the 
Muskingum Conservancy District - but 
under this antiqueted Ohio statute 
not a kilowatt will be developed. 

There is a movement under way 
to replace this Conservancy District 
Act with a more enlightened statute 
which will provide for a more com- 
plete use and control of the.impound- 
ed waters including the generation 
of electric energy. 

In accordance with the tradi- 
tional view thet large dams should 
only serve a single purpose the 
Tygert River dam, which the Federal 
Government is building to regularize 
the flow of the Monongahela, for the 
benefit of heavy traffic in coal and 
iron products, necessarily would be 
precluded from being used for power 
purposes. Rainfall records of that 
drainage basin proved that there 


would be frequent periods when stored 


water could be used for power with- 
out endangering navigation and flood 
control, but it required strenuous 
efforts to have the design of this 
dam changed to provide the penstocks 
without which future power develop- 
ments would be impossible. 

The expenditures of our Federal 


Government on our waterways have been 


mounting rapidly. Over e@ billion 
dollars have been spent in the past 
ten years - a considerable portion 
of it for dams. Most of the dams 
constructed with these funds served . 
the single purpose of improving 
navigation. 


(ENACE TO THE CITIES BELOW" § 
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In the absence of social plan- 
ning and social control, sufficient 
consideration was not given to the 
possibilities for the disposal of 
power which might be generated at 
dams to be constructed for such a 
purpose as navigation. Proposals 
for power development have usually 
been dismissed with the statement 
that there was no immediate market 
available or that the energy that 
would be generated would be second- 
ary or dump energy and hence of 
little value. Conjectural rates 
used in estimating revenues were 
frequently unduly low. 

The experience of our small 
interconnected systems and the 
lesson to be learned from them has 
largely been ignored. 

Proper planning today definite- 
ly recognizes that such water power 
developments may be of great value 
in supplementing existing steam 
plants, and that the value of a 
kilowatt at peak periods is much 
greater than its average worth. 

Secondary energy available for 
nine to eleven months in the year 
is valuable in an area where prac- 
tically all energy is steam gener- 
ated. 

The nation is poorer because 
past practice has not included com- 
prehensive studies of energy dis- 
posal covering its utilization in 
combination with existing steam 
plants. 

Both the studies as to water 
control end the actual construction 
work begun at so many upstream 
points during the present Adminis- 
tration prove that these large 
multiple purpose dams on the lower 
reaches of the rivers will have 
their counterpart in small automatic 
water power plants that will spring 
up to utilize the many new small 
reservoirs that headwater control 
will require. The complete autona- 
tism of these new plants that re- 
cent designs provide make them 
economically efficient producers and 
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they have the social advantage of 
utilizing an inexhaustible resource. 
If we will but think of our 
great hydro works in terms of the 
dynamic organism of the drainage ba- 
sin which lies behind them rather 
than merely as the inert wall which 
barricades the stream, we achieve a 
true picture of cause and effect. 
Within this structure we can scien- 
tifically diagnose ills and prescribe 
remedies to be applied at the source 
of trouble. Dams silted to the 
flash boards, thriving towns flooded 
to the house tops are but symptoms of 
a disease. The control of these 
catastrophic phenomena must be 
applied all the way down from the 
field and forest catch-basins. When 
the natural receptacles are destroyed 
by unwise cultivation and land-use 
water accumulates rapidly, moves even 
more swiftly, swells %o great heights, 
then vanishes. But we may largely 
guard against this demage. We may 
convert the entire drainage basin in- 
to a storage reservoir, or millions 
of storage reservoirs, if you pleese, 
to be tapped throughout the year and 
utilized to advantage. Such a pic- 
ture is more pleasent, more hopeful 
to contemplate than the angry surge 
of rampant flood waters tearing and 
cutting away the good earth. Whether 
we like it or not the Nation must 
gird itself for this herculean task, 
if our civilization is to survive. 
The consolidated gains of a well 
managed drainage basin are tremendous. 
Through well conceived integration 
and coordination of the small indi- 
vidual actions within even a small 
basin we develop power, create new 
raw materials for power use, pre- 
serve the land without which power is 
of no avail. To preserve this heri- 
tage, to pass on to posterity its due, 
we must act speedily to perfect: this 
new, this almost revolutionary form 
of control. It is not the contro. of 
corporate monopoly which seeks to 
mine our pocket books which is most 
urgently needed, but social control 
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to effect practices which will pre- 
serve the very land from which we 
spring. 

Fortunately our nation appears 
to be in the mood for a great con- 
servation program that will represent 
this generation's effort to conserve 
for our civilization essential natural 
resources. Power development is an 
integral part of this program. Coop- 
eration by and with private interests 
will be mutually helpful. But the 


burden is too great for private 
enterprise. The leadership must 
fall to Government. ; 
Just as new techniques of water, 
erosion, and power control are being 
developed to meet these demands, new 


techniques of social control are slow- 
Our ability as a 


ly being perfected. 
people to meet the challenge of the 
coming years is dependent upon the 
success of these efforts. 
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THE WORK OF THE NATIONAL RESOURCES COMMITTEE 


* 


By 


' 


Charles W. Eliot II ‘ 


Executive Officer, National Resources: Committee 


T am going to try tc tell you to- 
nicht semething sbout the work in °* 
which the Naticnal Rescurces Com= 
nittee is engaged and why we rust 
plan for our resources. When Dr- 
Me L. Wilson inveigled me into mak- 
ing a telk in this course, he as- 
simned me the subject cf "Resources" 
put he said at the time he knew quite 
well that I would talk about sone 
other subject and it didn't make 
any difference what the title was. 


So I have already taken one Liberty, - 


and will talk to you about rPlanning 
for Our Resources" rather than just 
"Our Resources”. 

Presumably, not many of you are 
foniliar with this nlanning job 
which has been under wey cn an 
organized basis here in Washington 
since the new Adrinistraticn came 
ine It started in the Public Works 
Agninistration through a Neti onal 
Planning Board which was set up by 
Secretary Ickes right after his 
appointment as Aeriinistreter of 
Public Works. He anpointed three 
nen, Frederic A. Delanc of Washing- 
ton, Engineer, Econcnist, Banker, 

a former railroad president; 
Charles E. Merriam of Chicago, 
Pclitical Scientist, Prefesscr of 
Pclitical Science, at the Universi- 
ty of Chicago; and Wesley C. 
Mitchell of Columbia, an Eecnemist 
probably well known tovallgpiayou 
tareugh his writings on the business 
cycle. These three ecnstituted & 
planning poarad, anda they had that 
resounding title, "National 
Planning Board", bestcwea upen them 
by Secretary Ickes, with the 
blessing cof the Presidente 

The significant thing about thet 
acticn and that cceurrence inJuly , 
1935, was that it wes mt, as it 
might sound, 4 beginning of 


‘planning for our resources, but 
rather a ccntinuation. It is very 
bewildering these cays tc hear all: 
this talk about econ:ric planning 
end excitenert in the political 
world about planning in cencral, 
when you’ remembes that it was 
President Heever whe set up the 
Ccrmittee: on Economic Chances and 
Inter the Ccormittee on Recent 
Social Trends, which were just the 
sane kina of planning effort which 
we are now carrying on. ‘80 it was 
all the ‘more strange that a few 
nonths azo, in Nevember, 1955, OF 
one evening former President 
Hoover mace a vigorous address in 
New York in which he blasted eco= 
noice planning freri this end of 
the world to the other, anc the 
norning after President Rcosevelt 
eanie out with a statenent that 
we need "more ana better Locan, 
State and Naticnal Planning". 

You nicht think that that was 
a direct conflict if, you didn't re- 
menber that twe cf the three men. 
who have been in the forefrent in 
this planning werk since the 
present Acninistraticn came into 
office were respectively the chair— 
man anc vice-ohairmen cf those two 
cormittees which President Hoover 
himself had set up, s© thet there 
has been real continuity- ite 
a non-partisan, nen-pclitical 
roveriente 

Perhaps you might be curious—-I 
hope you are-—-as to why 3 a2 2B 
volved. in ite, You may Ds able to 
understand hcew people who had been 
picked out by President Hoover were 
carried on, but where did this man 
Eliot show up? Perhaps the approach 
+o. planning represented by ny train- 
ing would be useful for an uncer 
standing of the problem and it is 
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therefore nct in a boastful spirit 
thet I am going tc tell yeu a little 
about rysclf. 


I started «ut as a landscare archi- 


tect, which involves the agricultural, . 


horticultural and the enginecring 
approach. The first job we had in 
school was a planning jcb. We were 
Given a. house lot to lay cut, to’ put 
the service arrangements in the 

right place, to rut the house.in the 
proper crientaticn for sunlight in 
the living roca, anc te get the nost 
out cf a small piece of ground = to 
make the most cf the resources that 
thet house lot had tc cffer. ‘Ye went 
from studies of that to the next sub- 
ject, which wes the gereuping of 
several house lots; then to cutting 
up @ site into a new ecmmunity, usu- 
ally called a sub-civision. We went 
frou that to still ancther subject, 
trying to relate thet particuyar 
sub—divisicn to the facilitixs for 





center, local Dleyrround, & 
facilities, anc. so we graduslly built 
up the meighbcrhecced idea cf having 

our part of the neighbcrhcod interests 
im preper relation to the other parts, 
and on tc what has become known as 
town and city planning. 

A411 this is a perfectly familiar 
approach, and I hope it does net 
stir in yeur minds any bugebcos of 
"economic planning". Certainly any- 
body connectec with the agricultural 
world knows with precision, thet 
one.part cf the farm should gc into 
one crep anc thet another part should 
@0.inte other crops, It is e ‘per~ 
fectly natural prccess cf trying to 
fit the resources and possibilities 
of @ site to the necdcs. 

My next personal experience, if I 
may continue to be perscnal in these 
remarks, was as a city planner fcr 
this city of Washington, I was 
there for seven years and got some 
understanding, I hope, of hcw the 
problems cf a large city inter-relate 
with those cf the Federal Gevernnent, 
and how they bear upon these preblems 


of organization fcr the best use of 
our physical resources. fFrcem that 
it was ny privilece tc get into this 
national planning field. But the 
rest of the world hes by no neans 
jumpea all the way from city and 
metropolitan planning into national 
planning. ‘ 

One of the first activities of 
the National Planning Board which 
was set up in 1933, was tc try to 
get the States to do something for 
themselvcs. The nembers cf the 
Boerc felt strongly then - they do 


‘now - that it was wise, in fact es 


sential, to the continuance cf the 
nlanning work te have the people of 
the individual Stetes say to then- 
selves,"These are our resources, our 
facilities; what are we gcing to do 
with them for the benefit of future 
eeneraticns". So as a means of 
stinuleting them and encouraging 
them to do something, we secured an 
acreenent with Mr. Hopkins at the 
tine the Civil Works program was just 
being launched, anc with Secretary 
Ickes, for help from the Public Works 
Adninistration. We made an offer to 
the Gevernors of the varicus States 
that if they wceuld set up a planning 
acency for the State, we would try 

tc help with scme funds for a staff 
anc for ecnsulting advice. Priom to 
thet tine, only three cr four States 
hac anything which by the lcngest 
stretch cf the imagination might be 
called State planning. A few States 
hac set up cconservaticn organizations 
which hac engaged in some kind of 
over-all thinking as to the resources 
of the State, but practically nothing 
had been done except in New York and 
Wisconsin, a little in Iowa, anc a 
little in Illincis. The New York 
story, I suppose, is primarily. res= 
pcnsible for the interest and en- 
thusiasm of President Roosevelt, for 
there, largely through the efforts 

of Chancellor Mann of Ithace and the 
work done by Mr. Clarence Stein and 
ethers, a real start had been made 
on the sub-marginal land program and 




















‘ 


the conversion of the hicher land 
areas, where the ercewing season is 
short ‘end the soil is worn out, 
intc fcrests. In the Western 
Stetes, particularly in Wisccnsin, 
planning interest hed crown with 
the zoning movernent anc with the 
effort to make the hishway prosran 
fit with the provention of further 
settlement in cutover regions of 
the Lake States. 

To cur great surprise, this sug- 
gestion that planning by the State 
micht be wcrth while was crabbed 
hold «f with erent enthusiasm by 
Revublicans anc Dencerats and Farn 
Labcrites and by everybacy in sight, 
so that within a ycar, 46 States 
hac set up cfficial State Planning 
Boards, and within ancther year, 32 
of the States had passed lesislation 
tO put thet work on a continuing 
basis. ané so this icea of some 
central planning orgenizaticn as-—- 
Sisting the Gcverncr of the State 
and the varicus bureaus «f the State 
Govermnent in an organizec attack 
on the waste cf their rescurces, 
has really sctten under way. 

But that was nct by any iieans 
the only result cf this State 
plenning effort--this effcrt «n the 
part of the Naticnal Planning Beard 
to @ecentralize and tc cet recrle 
locally thinking about their cvm 
Treplens. “Last spring, at « confoer- 
ence in Cincinnati, a further nove- 
ment was launchec tc get the State 
Planning Boards to enecurage and 
stimulate local plenning in towns, 
citics and ccunties in the same 
manner in which the Federal Govern- 
nent was trying te sti:ulate the 
States. That effcrt, also, has 
been rewerding in a very extracrci- 
mary degree. There are sarie 800 
local city and town plannins beards 
now functioning in this ccuntry, 
practically «11 of then cn < volun- 
tary basis. The members serve 
without pay, in very much tee same 
manner in which schocl boards anc 
park boards serve all ¢ver the 
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country. As te agricultural 
tlannins in the ccunties, the work 
which Dr. Bleck anc Dr. Wilson 

have fcstered, the county planning 
nloveriont has spread te same 400 
counties by this cate and is still 
ercwing.e These county planning 
acencies are cften cutgrowths cf 
planning interest in the county 
town, what you nicht call the more 
urban part cf the c unty dcevelop- 
ment, anc they have had their nest 
successful growth in places where 
the urban »>reblens heave eciue.to. the 
front: but that dces not mean. that 
they can not be useful in the 
completely rurel secticns. 

Still ancther cevelcopment has 
ealreacy berun to show itself in 
the ercuving ef counties for what 
might be called district planning 
boercs of intercounty planning 
acencies. The whole cf the State 
of Ideho, fdr Vinstance, Tsesneq 
erganizec. with Cistrict boards 
with menbers' from four te five 
counties on each beard, and the 
sore kind «f organization is going 
forweré both in Mentana and South 
Takota. The only Stete where this 
kine cf interecunty creanization 
has been set ur officially by State 
acticn is in Tennessee, where, with 
the help ¢f the T.V.A., great pro= 
eress is being nade in two regicns, 
ene at the Eastern end of the State 
anc cne at the Western and of the 
Stete of Tennessee. The Eastern 
exarinle hes perhaps hed the bicsest 
success, where they have five 
eounties working togetherein a 
single Cistrict planning organiza- 
ticn. 

Those of you who cre ‘farnitaer 
with the Governmental prceblem in- 
volved in such a set-up all over 
the ecuntry will see in this 
district planning movement a very 
sicnificeant possibility for -re= 
orranization of our county govern— 
nents, conscolidaticn cf counties 
and a very greatly inereased ef— 
ficiency in our rural government 
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processese It is & mere beginning, 
perhaps, but at least it indicates 
the possibility cf several counties 
working, tocether on nen=-pclitical 
problens. _ 

r-t, have given you a sort of 
running account cf the idee cf 
planning from the smallest hcuse lot 
uy to the State. But ycu rust real- 
ize, of ccurse, that it does not 
step there. We have most of cur 
biseest prcblems in the interstate 
field. Last fall the Naticnal 
Resources Corriittee got out a report 
on the progress cf "State Planning", 
and it was followed within a month 
or sc by another rerort on the 
"Resiconal Factors in Naticnal 
Planning" which dealt with these 
interstate prcblems and methods of 
interstate orgenization. 

This interstate rroblem appears 
in all cf cur work with water re- 
sources, because water running down 
hill pays no attention to State 
boundaries. It appears in land 
problems, because soils are no re- 
specters cf boundaries, at least of 
political boundaries, etc., and 
through all cur natural resources 
and most of cur human resources, 
there is no such thing as a politi- 
eal boundry cutlining the extent 
or the intricacy cf the nroblen 
which must be facec. We trieca to 
bring tegether in this book which 
we published last December scne of 
the outstanding ~roblems which were 
of an interstate character, and the 
ways which have been invented for 
dealing with those ~rcoblems. 

Of ycourse,; ‘the T.VoAw is: the 
obvious denonstraticn unit, the one 
which has received the most of the 
publicity anc attention. The Feder- 
al corporati:n with State participa- 
tion is one way cf doing it, to get 
rid cf all questions cf State lines 
at one fell swoop, 

On the cther hand, dcvm in the 
southwest corner of the country, we 
have another method which has been 
tried out apparently with some suce 


cess, after great efforts by Presi- 
cent Hceover in the negotiation of,” 
the Cclcraéc Interstate Compact, 
with the result that Boulder Dam is 
now ccmplete. There's a case where 
States first had tc be brought into 
an agreement as tc what shculd be 
dcne, and then the Federal Gcverm 
nent put up the money for the con= 
struction. 

In the Pacific Nerthwest, still 
another nethed was tried, and the 
Bonneville Dam is fast approaching 
ccrpletion, end Grand Coulee is 
under ecnstruction. There, with- 
cut any State action, the Federal 
Bureaus have gone in and singly 
built the sreat structures fcr the 
better use cf the water resources 
cf the Cclumbia basin. 

Up in New England, there is still 
another kim cf set-up dating back 
some 15 years. The New England 
Council has been working aleng with 
the support cf the New England 
Gcvwernors and with the financial 
support of the Chambers of Ccmmerce 
of New England for these 10 or 15 
years, end in 1934, a New England 
Reficnal Planning Ccrmissicon was 
orcanizec out cf the New England 
Council background anc with the sup- 
vert of the State Planning Boards, 
the Governors, and the Naticnal- 
Resources Committee. Theat agency 
rests entirely upon the censent of 
the States and can cnly exist with 
their full ccoperation and support. 
So there you have a whole series of 
tyres cf orgenization fcr meeting 
or attacking these regional 
rroblens. More recently still, two 
other cf these regicnal crgani- 
zaticns have core into being-—one 
an orgenization of the States along 
the Ohic Valley through the Ohio 
Valley Regicnal Planning Commission, 
which has its seat in Cincinnati, 
an’ the other, within the last two 
weeks, a ccmmittee on interstate 
ec neration between the States cf 
New York, New Jersey, Pennsyl— 
vania and Delaware, which is gving 
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%O try to Go scrething about the 
rroblens along the Delaware River. 
The river syster is a ce nvenient 
Unit for attack cn these prr-blenms 
because sc itany critical issues 
erise in the way in which we use and 
apuse cur water resources. In the 
ease of the Ohio, for example, we 
have a stream which was ceveloped 
very completely anc at very great 
expenciture by the Feceral Gcvern- 
ment fcr navicaticn purp’ ses and 
where the nelluticn preblem hes 
hardly been facec at all. 

In fact thereare scme 10 related 
erobleris <n all strearis, anc no 
one of them can be finally solved 
without attention to the others. 
The situation cn the Ohio River 
that has new causec the creaticn cf 
a new creenizaticn is cue tc the 
fact that they did not have this 
general, cver-all, ccrmprehensive 
planning for the future when they 
started the improvement, as they 
ealled it, of the river. We went 


cut Last fall tc a meeting in Cincin- 


nati at the call of the Cincinnati 
Chaniber cf Cormerce, anc they wanted 
something @cne abcut the sewage 
~roblen right away. I suspect they 
wanted Federal money, but they dic 
mot Come riycht cut anc say sce 
They wanted the cocrpereticn of 

the Resources Cormittce in getting 
_ sonethins started. They announced 
quite rlainly that they were tired 
of drinking their cwn sevece and 
they had geced reascns fcr being 
tire@. The health conciticns there 
are sericus, but there is ne use in 
Cincinnati ccing anything alone be- 
cause the cities above Cincinnati 
and belcw Cincinnati were equally at 
fault in simply cumming their sewage 
intc the stream. This kinc of 
problem cannot be sclvec by any one 
city or State, nor can it be sclved 
by the United states alvne. There 
nust be some kind cf eccperaticn. 
That is the gaz that we are trying 
to fill throucsh tho crganizaticn and 
planning of the jcb. 
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Now in the naticmal planning 
field. We have ~cne at this idea 
‘of planning: for cur resources in a 
scnewhat different way than mcst 
secrle interpret the werd "planning" 
As I tela yeu a few minutes ego, 
we are quite eccnvinced that it is 
a nen-pelitical activity anc that 
ecntinuity is essential to its suc- 
cess. Planning which is not contin- 
uous Will irmeciately cet eut of 
date, anc there is nothing which 
could possibly be so dead in all 

his world as a déad plan. It 
would be a straight-jacket if it is 
not changec. It would do very much 
nore harm than gocc unless it is 
ecnstantly revised anc brought into 
accord with new inventions, new 
scientific discoveries, new ways 

of living, which we exroet to see 
and hope for. 

Ancther esrect cf it that I 
think has tc be emphasized these 
deys is that planning is not con- 
cerned rrinarily with the cxecuticn 
cof plans. The Kind cf planning 
which the Naticnal Planning Board, 
the Naticnal Resources Board anc 
the Naticnal Resources Ccrmittee 
have in mind, is advisory anc sepa- 
rate from the executicn cof the jcbe 
The minute ycu cet into the exe—- 
cution side cf it, you will be apt 
+o leave your planning behind anda 
became abserbed in the cetails cf 
executicn.. We have tried, in all of 
the work cf the Naticnal Resources 
Committee te be a cocrdinating 
agency, & research anc stinuleating 
organizaticn rather than an executive 
or acninistrative asency. 

We are trying tc set uy a general 
steff for the Presicent and Ccngress 
in the sare szirit and manner in 
which the general steff of the Army 
serves the War Dezartment - a 


“steering comzittee, if you like, 


but mere accurately a research 
organization. Now this function of 
trying tc finc the strategic points 
as Dr. Merriam, a member cf the 
ecrmittee always ruts it, and of 


Lou 


locating the energing prcblens is served as the Mississippi Valley 


very close in its analcgy to the war Comittee under Morris L. Ccoke. 
rreblem. The general staff cf the ~°. In eaditicn to the land and water 
War Department are alvevs locking hor reports, however, we had scone previ- 
the possible emerging rroblem in war- ous work which was almost complete 
time. So specifically shculd a reace on the’ organi zeticn of rublic works, 
staff be looking for the ener sing on certain scientific data questions, 
problems in cur eccnonic, social, suchas mapping, stream gauging, 
ecnservation, and cther >roblems that soil. surveys, ‘anc. cther necessary 
we are sure face as the years roll cata which would be brought together 
EMligacte and nade available to those who are 
We should net try tc ecntrel or trying to make the clans- That 
rut the whole crgenization of society lerge renort which came out in 
into a straicht-jacket, but <e shoulc Decerber, 1934, was issued by the 
try tc seek cut strategic peints, the National Resources Board. 
laces in the flow of rolicy where a We have had a varied career. We 
minimun of pressuré, a mininun of started as.a National Planning 
~ublic ctinicn exérted at that monent Beard and then became the Naticnal 
may chanze the whole course cf events. Resources Beard. Last year we were 
In other words, we are seeking the renaried acnin the National Resources 
key points, and net contreol. I have, © Committee. We were facec with a 
personally, an anatherma aceinst this necessity for re-orsanizaticn be- 
constant talk about ccntrel. The cause our previcus authority ce- 
thing we want to dc is to influence vended cn the NRA Act. We shifted 
and not control. Ysu never ean con to the Work Relief Act. as cur legal 
_trcl anything as creat as the recple |. source of action. It is a little 
cf the Unitec States — you mey be bit..ccnfusing for the general 
eble to influence thert a little bit vublic to have this change of name 
‘if yru have the facts anc are not ' every year, but the work coes cn 
cover anbiticus. just the same. 
Wheat have we done in this national The next rerert was the State 
planning ficld? Yie have gctten out Rep rt that I have szoken of. We 
a lot cof books. We are engaged in tried to bring together what the 
the preparatitn of a lot more. I _ States were doinge Then came the 
don't suppose many of you have read Regional Rezcrt which was issued 
those bocks, You may have seen then last January. Now we have a series 
--they are quite large tomes. Our of acditiomal cceunents on the way. 
first one was con national planning Last year we succeeded in per- 
itself. It was entitlec:' "The Report smacing a srouy of scientists to 
of the Naticnal Planning Board", and get together for discussicn of 
it set forth the »rinciples cn which planning »vrcblems.  It.was a very 
naticnal planning might be set up unusual aceomplishnent. when three 
anc orgenized in the manner in which members cf the National Acaceny of 
I have just nenticned. _  .s@iences anc. three members of the 
‘ When that repert was submitted Sccial Science Research Council and 
the Presicent askec the same croup three members cf the American 
with the acdition cf five Cabinet Council of Education were persuaded 
officers ané Mr. Herkins to under- tc sit around the same table. They 
take a special rercrt cn land and met last spring, and they have hed 
water resources. For that work, as several meetings since. It isa 
you may knew, we secureé@ th HeTD ‘very stimulating grceupe They are 
of a Lanc bane Gant oa and a interested in other kincs.of re~ 


Water Comittee which hed fomerly scurces. They have gotten two 




















studies under way which will be cut 
in less than @ year and before the 
sublic — one cn our porulaticn 
problems, anc one on technology and 
the immact of new inventions on 
social organizetion. 

Those two stucices, es those of 
you who have seen the rencrts on 
Recent Social Trends will realize, 
carries on very definitely some 
ideas and some programs which are 
cutlined in those twce vclumes. The 
first of these studies is uncer @ 
cormittee headed by Dr. E. B. Wilson 
of Harvarc, anc the seecnd by Dr. 
Wo. F. Ogburn of the University of 
Chicagoe 

Another stucy that we ere going 
aheac. with is in the field of 
nublie works - an effort to bring 
together programs for use in build- 
ing the next years budget. That is 
im a sense a continuaticn cof the 
function previcusly perfcrmed by 
the Federal Employment Stabilization 
Boara and of the ~clicies establish- 
ec for the cooneraticn with the 
state boards. It is an effort to 
build a ecmbined Federal, state, 
end local pr<«gran.. 

Then we are gcing cn with the 
lend and water work. We have just 
started in the field of lanc = 
planning another research oreraticn 
on the »reblem cf lanc tenancy. 
Another activity on the lanc field 
erew out of our land rencrt cf last 
year, that is, the record cf pro- 
posed land purchases. It sounds al- 
most silly, but up to that tine, as 
sone of you here in the Department 
of Acriculture ,rebably know, there 
was cormpetition ancng various 
Federal bureaus tc buy the sane 
piece of land, and efforts to obtain 
operations om the same piece of land 
were under wey in the field. Through 
an Executive Order, the National 
Rescurces Committee is @ reporting 
office which all Federal bureaus 
inform of all ~roresed purchases so 
thet any duplication of effort can. 
be spotted anc the agency informed. 
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Also, in the land field we have 


‘gotten started on something which 


nay develop inte an interesting 
program cf ccordinativn cn  poli- 
cies of land management in re- 
lation te wilderness areas and 
recreaticnal areas. %e have found 
rather a confusing situaeticn among 
the sayencies which operate large 
argeas for these purposes. The 
Forest Service has e terminology 
for wilderness anc recreational 
areas, where the same words may 
mean entirely different kinds cf 
manecgenent from what they mean in 
the National Parks Service cr in 
the Biclogical Survey. ie are 
trying to get a uniform termi- 
nology on what kind cf area 
they are all talkins about. That 
in turn may affect the policies 
adontea by the different bureaus 
ana help to bring some kine of 
agreerent cn how to hancle these 
large trects which are used for 
recreaticn or for preservation cf 
the primitive or for wild game or 
whatever it ise 

That same problem was attacked 
fren another angle last summer by 
the Naticnal Resources Committee 
in an effort tc find cut what was 
=ossible to be cone in the way of 
exchange cf expert perscnnel with- 
in the Governnent. As all of you 
probably know, there is a ecustant 
oreblen of preventing bureaus from 
duvtlicating the expert services 
in ancther bureau simply because 
of bureaucratic tendencies or & 
Cesire to be self-sufficient. 
That ceneral tendency has been 
ageravated by the policies and 
legal requirements cf the Budget 
and of theagprcpriaticn acts, so 
that a great many difficulties are 
put in the way cf cne bureau using 
an expert from another bureaue We 
are trying to finc all the ways of 
getting over those quite proper 
‘restrictions and yet conforming 
with the necessary requirements of 
Budget procedure. 


LGp: 


In the water field sirtilarly we 


have a series of new enterprises under 
waye One, which has had some publici- 


ty of late in the papers because of 
the President's interest in it; isa 
study of twenty naticmal drainage 
basins, with a view to picturing in 
words and vars the. ultimate develop 
ment of the tatal water resources of 
that basin. 

There are a great many of these 
mroblems and uses cf water which do 
not always run together. we have 
flood, irrigaticn, and drainage 
problems, polluticn,navisaticon, ro 
Porestat lon, anc so ons) I have only 
just touched on the list. And works 
Whieh ere started or created for one 
vurpese may run afoul of another. 

So this project which is now uncer 
way is intenced tc shcw the relation 
cf these ten or twelve majcr uses 
and problems cf water in each of the 
twenty basins, anc to provide as 
well.as we may, 4 priority program 
or listing of brojects in the order 
in which they night lcgically be 
undertaken tc carry out the plan. 
Perhaps, the first ster is to 
purchase forests; perheps, on the 
other hand, it is to put in a sewage 
treatnient plan cown below. Whatever 
thevorcer of efforts is, we hove to 
bring that out in this report which 
is due for transnittal to the Presi- 
dent next December. 

Also in the water field, the con- 
mittee is enraged cn varicus kinds 
ef flocd studies prornztec by the 
recent floods, and on problems of 
hudraulic data. ‘We knew altogether 
too little about our streams and 
how they act, and why wo have this 
sucden run-off of water at certain 
times. As those off who are connect- 
ec. with scientific bureaus of the 
Government have been constantly 
aware, there seems tc be very little 
prospect cf our getting full infor- 
maticn. Something has to be done 
abcut that; sore indication given 


by qualified engineers and scientists 


as to how we can get adequate infor- 
nation. 


That cciumittee has gotten a few 
jnéivicual projects under way which 
also have their arusing anc interest- 
ing sides. One thet cane to us from 
the Reclamation Service called our 
attention to the situeticn on the 
Ric Grande River.where the Federal 
Goverment was Celiberately com— 
peting with itself for water which 
aie net exist on irrigation pro=- 
jects vihich were being financed 
through the Reecnstructicn Finance 
Corporaticn cr new nrcjects being 
eonstructed threuch subsistence 
hor-esteads cr some cther asencye 
We have dealt with an inter-state 
conmissicn which had been set up 
five years before to settle all 
these problems. They found then- 
selves unable to egree, because the 
States concerneca could not find a 
commen set cf facts from which to 
worke P 

It wes necessary fcr sore outside 
agency tc be the sc-between cr the 
medium for acquiring these facts. 

We are able to help them. %e get 
acreement te have a year's project 
~ut under way, to find cut exactly 
how the water is being used. I took 
my hat in hanc, anc with Dr. Barrows 
cf Chicago we went from one Govern— 
nent acency to another and ccllected 
five thousand dollars here anc ten 
thcusand dollars there from varicus’ 
bureaus cut of their regular ap=— 
prepriaticns to do different parts 
of the job. We sot money from the 
different states and tw hundred 
thousané dollars from the Publie 
Works Administratisn, and with that 
a project is new under way in the 
Upper Ric Grande, to ascertain just 
how much water they really have and 
how they use ite 

That kine cf thing gives you a 
concrete example cf what planning 
is. Still ancther case of planning” 
and ccordinaticn came up through 
the Secretary cf Agriculture. "Tie 
Biclegical survey, as you may know, 
has been very much concerned about 
the crainase cf varicus ‘areas where 
wildfowl formerly went for their 




















breecing or feeding ¢r-unds. They 
were in direct conflict with the 
pclicies cf the Public Health 
Service, and prolicics of the Agri- 
cultural Engineering Bureau, with 
the Works Pregress Administration, 
and with various other agencies. 

As a result of the rezcrt which our 
water cornmittee sot cut shcwing 
those conflicts and the necessity 
of something being dcne about it, 
the President issuec ancther creer 
whereby the water c omittee is 
serving like the land committee as 
@ clearing house for these projects. 
Projects must be rercrted to this 
clearing house. 

That kind of service locks small 
and very cbvicus, but is scmething 
which we have never hac in this 
Govermnent as far as I can make out 
until very recent years. It is 4 
kind cf service which will have very 
large significance in the ccoperation 
and use cf cur resourcese 

The Rescurces Committee is, as I 
have said, now ecmmosec partly of 
Cabinet members and partly of citi- 
zens. 11 cf our coordinating ca- 
rittees are similarly set up with 
neople inside the Gcvernmment and 
necple outside. ‘Ye hepe we get 
seme of the citizen's yeint of view 
as well as the bureaucratic point 
of view. We try tc see the 
problems as they are nresented fron 
both angles, but that carries with 
it meny cormlicetions. The nere ¥ 
fact that the Board is so composed 
had made it all the more evicent 
and essential that the planning 
agency should keep cut of adninis— 
trative work. Therefore, our 
organization is very small; it al- 
ways will be small, we hope. There 
is an initiating anc coorcinating 
job tc be carriec on, and not an 
adninistrativejjobe I think I have 
given you some idea cf the charac- 
ter of the set-up. If you lock in 
any of our reports, you will find 
that the reccrmendations are purely 
advisory. We believe that it is 
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funceniental to the success cf all 
planning that it shoulc always be 
strictly advisory, and should rest 
uzcn the consent of the appropriate 
powers, either the poay politic, 
or the Mcribers of Congress, OF the 
Presicent, 2s to whether or not 
these policies and programs should 
be carried one 

Something positive has FCnG 
dene, cr we are eoing to find our= 
selves caught in the very embarrass— 
ing situation of using, Bp Cun, ree 
sources, emphasizing cne thing @v 
the expense cf ancther, not seeing 
the picture as a whole. 

Scnebocy shoula be in a pcsition 
to see the problem as a whole and 
to aé€vise the Departments, the 
President, and the Gongress, &S to 
where these emerging yroblems are 
ecming tc light, anc where the 
possible places cf attack on then 
are, and showing where something 
useful can be cone. 


(Discussion continued on next page.) 
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mis cu ste" ov 


Questicon— 


What is the most effective wey of 
organizing a stream system tc avcid 
the sort of flcoocs we had in recent 
months? We have fn the Miami Valley 
a certain aprroach to the rroblem. 

I remember having crcessed one of 
those big dams cn the drive fron’ 
Columbus to Indianarolis. I was 
rather immressea by the size cf the 
thing and yet rather thcucht it was 
clear that they cculd nct use a set- 
up cf that sort for electrical zcwer. 
hould you:mind explaining that puzzle? 


Answer- 


. The answer is that nobody knows. 
some think the rrocedure shoulc be to 
hold the water back in the hills 
through reforestaticn cr thrcugh 
small cams, as was brought out in 
"Little Waters". -— that emphasizes 
the project; of the Soil Conservation 
Service. Then there is the other 
type of project, the one of long 
stancing in this ccuntry, so far as 
public accentance is concerned — that 
of levees anc cams cn a large scale. 
There is a more recent scheme of the 
fuse plug, such as is now being work- 
ea cut in the Mississippi Bottoms of 
high dikes, but with a chance to 
flow over in extreme high water and 
with a special area sct asice where 
the water can spread cut. That shows 
the twc extremes of the »rccedures 
which we have been fcllowing, and in 
between there are endless varieties 
of combinations and »ossibilities. 

In Eurcpe, they have gotten 
somewhat further, perhaps, and are 
more accustomed to the »roblem, but 
at the sarie time they have much mcre 


contr-I cover the way in which pecple 
live ‘anc in the way they handle the 
other factors in the picture. . 

For instance, in the Rhine 
Valley. I am tolc they have provided 
a Ccuble system cf dikes. One con- 
fines e rerular channel, but a flcod pla 
cutsice of these dikes is also pro— 
vided where nc termanent structures 
are allowed, where no houses are 
allowed, where a man can sce in and 
take his chences as to nlanting but 
is not allowed to live there. That 
kind cf cecntrel is something. we 
haven't gcte 

I can just see the howl that 
would arise in my cwn State of 
Massachusetts if anybody shoulda say 
you nust keex cut of the whcle flcod 
mlain and not builc any houses theree 
They would be quite frank in object— 
ing to any Federal agency which tried 
te regiment them tc thet extent. 

The same kind cf reaction has been 
net alons the Mississinpi, where 

the land is altogether too rich to 
allow it to gc to waste end nct be 
usec fcr sone return. That seems to 
be the cifficulty in this country. 
we are still to much cf the pioneer= 
ing svirit to be willing to limit 
ourselves in the use cf these re- 
sources. 

As to ycur question ec ncerning 
the use cf the water. Ycu should 
read the newspaper arsuments between 
Mr. Arthur Morgan of the T.V.A. and 
Mr. Morris L. Ccoke in relation to 
the Miami Conservancylaiis, and more 
recently in the Muskingum Valley, 
where a similar system of ‘dans is 
being installed. Mr. Cooke dis- 
arreed with Mr. Morgan, whe cesigned 
the Miami system and had installed 
one of those big cams up above 
Dayton. Mr. Morgan declared that it 
was dedicated to one purpose, Flood ; 
Control, and should never be Used 











for power, anc the reascn that. thet 
was done was that for i.cwer you 
went your reservoir full all the 
time sc as to get. the csrentest. head 
in the water. Fcr faioot control 
ycu want the reservoir ermty in the 
period befere the ficcd, and Mr. 
Morzan felt that the terptation to 
nake a little money out of the 
>ower would outweish the precaution= 
ary sense cf most pecrle and thst 
they would be ‘termrted to keep the 
reservoir full to set a little nore 
"OWele 

On all our streans we face 
problems in the use of water, be- 
cause some of these uses are abso- 
lutely at cross-purpcses; others 
nay be ecmbined to some degree. We 
have tc know just which is the dcmi- 
nant job, anc which is the thing 
that must be subordinated. 


Question- 


T wonder what chance you thluk 
we will have towerd the coordination 
of the two ideas we have cf flood 
ecntrol, the twc ideas that we have 
had for , years, the two main 
fdeas in the minds cf cur reople 
with so little water, and the idea 
of the Army. What is there between 
those that we ec uld have? 


Answer= 


We want both. 


Question— 


Separately, or together? 


16; 


Ra 


Answer= 


I con't think they are in any 
way inconsistent ana we can have 
both if we plan for it. It is @ 
questicn at the monent as to which 
you ermphasize. They are not in= 
ecnsistent because the holding 
back of the water makes it valu- 
able in the ary season for use 
down-strean, and as the large cans 
are usually built cown-strean, 
they can be used fcr either power 
or flocad eontrol according to how 
effective the up-stream holcing 
job hes been. 


Question= 


Does the Committee act in an 
acavisory capacity or as a ecordcinat= 
ing agency in an international 
boundary problem? For example - in 
the varicus projects that are now 
under way along the Rio Grande, 
there is a dam being built along 
the Ric Grande and recently there 
was a propcsal to make 4& survey 
of that »art of the river below 
Brownsville to the Gulf. It oc- 
curre’ to ne curing your talk that 
no dcubt the Irrigation or Re- 
ela mation Service have projects 
along there tco. Does the National 
Resources Boaré act as a coordi- 
nating arency? . 


Answer- 


The organization is still only 
two years old, ycu must remember, 
ani we have tried tc "hide our 
light under a bushel” to the best 
cf cur ability. You probably have 
noticec that there has been practi- 
eally nce publicity abcut what the 
Resources Committee has done. We 
believe this kind of jcb must be 
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backea up by a lot of information, 
facts. Also, we\belicve it is the 
kind of thing that shoulc not crow 
too fast. The internaticnal strean 
problens heve a full vanoply cf 
camlissiconers anc agencies already 
at work on then. 


Questicn- 
I was just wondering if it is 
not inconsistent thet ultimately the 


Naticnal Resources Comittee would 
be placed in a control pcsiticn. 


iAnswer= 


I hope not. 


Question— 


In sc far as planning or period 
of planning for these rrojects is 
concérned? 


Answer-— ; 


No member of the Committee tc 
whom. I have ever talked has any ce- 
sire to have the Committee exercise 
any powers cther than advisory. 


Question= 


ote run things only when they are 
requested? 


‘to the army engineers. 


Answer- 


They want the chance to initiate 
succestions, to make sucscestions to 
the President, but in all cases to 
be strictly edvisorye “Ye will have 
ancther renert out shortly on Bonne 
ville Power. The can will be come 
plete inside cf 18 months according 
Last spring 
the President requested us to get’ 
together some material on the organ= 
izetion of the recicn for distri- 
bution of that power. ‘We have & 
regional planning conmissicn out 
there whe set to work and they are 
now naking their report. The report 
has been reviewec and worked over 
and it is now ready for action on 
the suceestions it ecntains as to 
how thet ~ower night be marketed. 
There is a case where the Presicent 
asked for an cpinicn, the sane way 
that he askec fcr the land report 
the year before. In cther cases 
like the stucy of "Technology and New 
Inventicns”, the Ccrmittee thought 
the =reblem was im -ortant. The in-= 
itiative came in that case entirely 
fren the Comittee. It cught to work 
both wayse 


Questicn- 


I have a question relative to 
the acninistraticon cf the Committee. 
New is this Naticnal Resources Con- 
nittee merely a naticnal intelligence 
unit and do ycu anneal to the best 
brains in the country? Is that right? 





Answer=— 


We try to. It sounds as though g 
you thought the Board was a sort of © 
brain trust. I call your attention 


L 
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reper 


fain to the fact that it includes 
administrators as well as other 
members. I don't think that any according to the politician. Is 
cf ther: wuld esrec thet they were that it? lina 


es orain trast". oar & 


the ‘trans¢ressi:.n «f the principle 
acecrdins to the scientist and 


Answer-= 
Question— ee he 

qf don't think '1t is. sorvmuen 
the politician as it is the ad- 
ninistratcr. But that.is elways 
true in any combinaticn cf people 
that work together. a 


‘What I mean is relative to the 
scientific question. There may be 
scme scientists thet.workec on the 
orcblen and that know more about it 
than the cthers might gnov. Are 
you trying to get their recormen- 
daticns as to how to handle the re- 
quired work? 


. 


Question= 


Where can we get some of the 
bocks you menticned? 
Answer- 


In each case where we have a 
rreblen breught to our attenticn we 
set up a4 special research committee 
anc thcse committees are always con- 


Answer= 











nosed partly cf reople outsice and 
rartly inside the Government. ie 

realize that any pclicy which nay 

be formulated will ~robably be 


referred to sone resular Goverment 


orsanization, anc unless they know 
What it is about, unless they be- 
lieve im it, it won't do any good 
Go formulate the policy. it is 


often cifficult to set the "Bureau- 


crat" really excitec and enthusi- 


Getic. This chance cf bringing hin 


in om the ground floor in the 
volicy making has shown its value 
already as a very creat stimulant 
and a very helpful activity in the 


way of broacening his point of view 


anc his ccntacts. 


Question- 


"ht is really a oroblem as to 


They are all at the Govern- 
nent Printing Office and some can 
be cbtained at our office. ; 


Question= 


You touched briefly cn the 
human resources. Can you explain 
that a little further? And -in 
Connection with land tenancy, 
semi-urbam and urban? 


, 


Answer 


There are two attacks cn the 


probleme One is a snecial committee 


which we sect up for study cf urban 
problems, on which Dr. M. Le Wilson 
is one of the members. They are 
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going to try to get sone more data on 
that problem anc some light on the 
trencs as to whether we are going to 
go back to the farm or continue to 
flock to the cities. That rrceblen is 
before that special committee. The 
other attack is thrcugh what we call 
the population ccmmittee, which is 
going at it more from the point of 
view of the total movements of pvopu=- 
lation, fertility, anc age ercups, 
and trying to get smething on the 
balance between the producing part 

of the population and the people who 
are depencent. 

The kind of approach I om trying 
to set them to use is the kind that 
we have had experience with in the 
land and water studies, comcentrating 
on prevention of exrloitation and in 
Ww ise conserveticon cf our human re=- 
scurces. That means prevention of 
the wastes from sickness, from lack 
of education, from enemployre nt, and 
discussion of those problems, trying 
to focus public attention on those 
wastes. There is the kind of shocking 
statement that you get out cf the 
social scientists that one child of 
every twenty mow in high schcol will 
be in an institution caring for men- 
tal diseases before they die. That 
kind of thing very few neople care 
to think about, and even fewer know 
about. It is something which we 
ought to think about. 


Questi on= 


I had more in mind frem the 
standpoint of output, and hac parti- 
cularly in mind the Rural Electri- 
fication Board which weuld tend to 
decentralize industry to a large ox- 
tent. Would yourcrganization help 
to coordinate? 


inswer- 


we would be delighted to help 
if we can. Our method in each case 
has been to set up these cormittecs, 
and then to <o to the regular bureaus 
to try to get then to participate. 
In the case of the bi& land report, 
Dr. Le Ce. Gray was in:‘charge, and 
the different burcaus made most of 
that report with a little additional 
financial help and a little addi- 
tiomal personnel supzlicca by the 
Resources Board. But then acain we 
don't want to scot up an adminis— 
trative machine. ‘Ye want to work 
through the other aj 2ncics and act 
as a catalyzer, if you like, and to 
bring unicn.e 


Question— 


I should like to know if your 
agency has any connection with the 
suburban projects of the Rescttle+ 
ment Administration? 


Answer= 


You mean "Green Belt" and the 
rest of them? We have only been 
consulted, but they have run away 
with a good many of our best men. 
Other than that we have not had any 
connectione 


Qucesticn—- 


I should like to ask whether the 
National Rescurecs Committcoe is in- 
torcsted in crosicn control. 














Ansver= Coy: 


Tho Committce was among the 
first tc teint out the rolationship 
of erosicy control, farm credit, 
erop restricticn and related sub- 
jects. I think our functicn there 
is to show the interrelation, to 
show the possibilities. A very 
large part of the report on land in 
1934 deals with erosion. 


Questi on— 


To go back to the state lines. 
What are the essential differences 
between the Wisconsin zene plans 
and some of the other plans, say in 
the case of New York City? 


ANSWEr=— 


New York has not cone much in 
the way of zoning. The zoning 
scherie rests on the police power of 
the states.- By commcn ccnsent the 
citizens agree that an area is not 
suited to cther than the following 
uses; this other arca is suited to 
the following uses. That is ceclar- 
ed by common consent, amd that is 
the lav. That is what zoning ise 

Here in Washington, if you 
have & lot in an "A restricted” 
arca, you can't build anything but 
a single family house. That is not 
by virtue cf the public having paid 
anything for it but by the volice 
scwere In New York they have 
bought land outright and raid for 
ite 


Questi on— 


Tae there any zoning coime on 
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in Florida? 


Answer=- 


T don't know. There was & 
sreat deal in the suburban areas 
during the real estate boom. 
‘Thether it is on a rural basis I 
don't know. The only states that 
I knew of where rural zoning has 
made progress is Wisconsin, Minne- 
sota, and California. 


Question= 


There is good field for it in 


Answer- 


Another way of attacking this 
sub-marginal land problem is by 
sonething in between zoning and 
purchase. It has been triec in 
Massachusetts for the last forty 
years, in relation to the Boston 
Metropoliten Park System. There 
they bought a limited right in land. 
A right ageinst building anything 
whieh Looked like a billboard 
across the Charles River fror a 
parkway. They only bought that one 
richt, for one possible use of the 
property. That was all that was 
acquired by the public. In the 
sane way, you eculd buy just one 
use, Slriost anything, and probably 
coulé get it for next to nothing. 

Is there anything else I can 
try to tell you other than ny own 
pet ideas? 
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Question- 


Have you made any studies of the 


conservation of gas? 


Answer- 


There has been a study through 
the Mineral Policy Committee, which 
was one of those reporting in this 
December, 1934, study, and more re- 
cently in connection with a study 
of reserves which is not yet out, 


which is in preparation - Mineral 
Reserves. 

We are now trying to get a 
study going on competing fuels, 
which will bring in the question of 
natural gas and its mis-use and its 
possible uses. The astounding 
figures which Representative Mauri 
Maverick quoted a week ago in his 
radio address about some one well 
in east Texas where there was as 
much gas being blown into the air 
in twenty-four hours as would supply 
all of the domestic needs in the 
United States for one year was 
quoted from our December report. 
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PROBLEM OF LABOR 
An Aspect of the National Labor Relations Board 


By 


David J. Saposs 
Chief Economist 
National Labor Relations Board 


The National Labor Relations 
Act under which the National Labor 
Relations Board functions is based 
upon the idea that the Government 
ought to intervene with reference to 
labor relations. There has been a 
great deal of talk in the press as 
Well as in other publications and 
through other means of expression 
about the fact that the intervention 
of the Government in labor relations 
is something new, something that has 
occurred only since the New Deal. As 
a matter of fact, those of you who \ 
are acquainted with the history of 
labor know that there has been Govern- 
ment intervention in labor relations 
running back certainly to the time 
that the United States became an im- 
portant industrial country. 

There are various forms of Gov- 
ernment intervention in labor rela- 
tions. I want to mention only a few. 
The President of the United States, 
for instance, has found it necessary 
on a variety of occasions to interfere 
in labor disputes. As early as 187’, 
State and United States troops were 
used to maintain.order in a big gen- 
eral strike of railroad workers. 

The Courts too have intervened 
in labor relations, particularly, 
since 1882, by the issuance of in- 
junctions. And Congress has taken a 
hand, by way of legislation, ecrtain- 
ly as far back as 1838, when specific 
laws were enacted with reference to 
the railroads. here have also been 
a flood of investigations. Congress- 
ional investigations of labor matters 
run back to 1886, when the Senate 
Committee on Labor and Education made 
a fairly exhaustive study of all 
phases of labor relations. Since 


that time Congress nas set up various 
boards. There was the 1892 Industrial 
Comnission which in addition to inves- 
tigating other phases of the industrial 
system also made a fairly comprchen- 
sive and thorough study of the labor 
angle. In 1914 another commission Was 
set up, called the“United States Com~ 
mission on Industrial Relations. 

The Labor Relations Board, how- 
ever, is a rather unique set-up, there 
having been very few bodies of that 
kind in this country. It is also 
unique in the sense that perhaps no 
other country has attempted to inter- 
vene in labor relations in this parti- 
cular form. 

The function of the Labor Rela- 
tions Board is to protect the right 
of the workers to organize for collec- 
tive bargaining. There you have, you 
see, a very limited function. In other 
countries, when Governments have direct 
ly intervened in labor relations by 
setting up machinery, they have attempt- 
ed primarily to regulate wages, hours 
and other working conditions. An ex- 
ample of this is the Canadian Trade 
Disputes Act, which sets up agencies 
with jurisdiction over certain impor- 
tant industries. When a controversy 
occurs over wages, hours or working 
conditions, a board is created which 
investigates and makes recommendations. 
These recommendations need not be 
aceepted cithcr by the cmployers or by 
the workers, but the agency, you sce, 
is directly concerned with the condi- 
tions of employment. 

The National Labor Relations 
Board, on the other hand, has no power 
to intervene in controversies where 
issues of wages, hours,or other work- 
ing conditions are concerned. The 
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National Labor Relations Board can 
only step in when there are charges 
made that the employer is interfer- 
ing with the right of the workers to 
organize into labor organizations, or 
where the workers complain that the- 
employer will not deal with them on 

a collective bargaining basis. 

Now other statutes like the 
Canadian Trade Disputes Act, the legis- 
lation of Australia, or the special 
legislation of Great Britain and France, 
are ‘mostly, of the regulatory type, in 
that they actually attempt to set 
‘standards Yather than merely to pro- 
tect the workers in the exercise of 
certain rights. Incidentally, of 
coursé, this regulatory type of legis- 
lation also does make it casior for 
the workers to organize into unions 
and to bargain collectively with the 
employérs, because regulatory bodies 
have to ‘recognize certain spokesmen 
for the workers and those spokesmen 
are ‘Haturally, the unions. Indirectly, 
therefore, the regulatory bodies of 
other countries are aiding and pro- 
tecting the workers in theif right 
to organize as well as in their right 
to. bargain collectivcly. But there 
aro ho agencics that are ‘particularly 
entrusted with that spocial protec- 
tive responsibility except in the 
United States. 

This is largely traccable to 
certain peculiar ‘conditions in the 
United States which ‘grew with the 
developmént of our industrial systom. 
I want just > briefly to enumerate some 
of those conditions in order to give 
you that special background. 

Up to 1900 or evén a little 
later, if we were going to survey © 
the industrial system with reference. 
to labor organizations, we would 
find that, on the whole, the workers 
were pretty well organized in most — 
of the industries. There were very ~ 
Yew industries in which there was 
not a fairly strong organization of 
workers which dealt with the employ- 
ers and With which the employers 
were Willing to enter into trade 
agreements. Beginning with what is 
known as the "trustification" period 


mergers began to take 


. newer industries like the automo- 


’ trics had to submit to what the cm- 


/ became ‘poverful, 





in the United States, when great 
shape and 
when we began getting what has now 
become known as the integrated firms, 
these employers began to introduce 
what has since become known as the 
‘Open Shop’ policy. It was also known 
as the ‘American plan’ policy, but 
what it really was, of course, was 
an anti-union policy, disguised in 
this other type of terminology. 

In other words, employers 
thought themselves sufficiently : 
powerful to refuse to deal with the 
organizations to which thcir. workers 
belonged, So they began to break 
up these organizations. In the . 
steel industry, for instance, we 
find this policy appearing as carly 
as 1892, ‘in the famous Homestead . 
strike of the Carnegie Steel Company, 

in which the company introduced 

Pinkertons. The company resorted 
to a variety of other union-break- 
ing practices which have since come 
into fairly general use. So we find 
that by about 1910, the unions had 
been eliminated from most-of the . 
important industries, like steel, 
meat. packing, electric manufactur- | 
ing, and a great many other indus- 
‘tries which now have become such 
mass production industries. 

The employers, in other words, 
were poverful enough. to break up... 
the unions, and they were powerful 
enough to keep out the unions -in 









bile industry, and in companies 
where the unions had never really 
succeeded in getting themselves ° 
established. As a result, we have 
a unique situation insofar as the. 
United States is concerncd. The A 
important industries became non- 
union. .The workers in these indus- 


ployers ealled individual bargain--— 
ing. The employers would not ac- 


' cept any form of collective bargain- | 


ing. At ‘amore recent period when 
the idea of ‘collective bargaining — 
the cmployers, of. 
course, changed their attitude. 
They now say. that.thoey believe in 























collective bargaining but only with 


-- company unions. 


During the War, the Government 
had to intervene in order to expedite 
production as it had to see that the 
armies were supplied with foodstuffs, 
ammunition, clothing, etc. The Gov- 
ernment had to take a hand, and a 
firm one, in regulating labor condi- 
_ tions, 
Of course, when the Government 
intervened in labor matters, it also 
began to protect the interests of 
the workers in their right to organize 
and in their right to bargain collec- 
tively. By that time the workers 
were able to reéstablish unions in 
almost all the important industries. 
There was only one industry in which 
they did not succced in doing so and 
that was in -stcel. That industry was 
powerful enough to resist the demand 
of the United States Government dur- 
ing the War°*for tho insertion of a 
standard clause in its government 
contracts recognizing the right of the 
workors to organize for collective bar- 
gaining. Throughout the iiar, the Gov- 
ernment required this clause of covery 
industry or firm from which it bought 
material. 

But in practically ali of the 
important industrics, the workcrs had 
again taken to organizing because of 
this intcrvention by thc Government. 
When the War was over, the employers 
again introduced an open shop can- 
paien called the American plan and 
spent millions of dollars - it was 
estimated that they spent $7,000,000 
to broak up the unions and to scver 
this collective bargaining reletion- 
ship. So ve find again a situation 
where unions are practically climinat- 
ed from tho important industrics. In 
a fow important industrics like the 
railroad industry, the operative end 
especially was solidly organized, 
although among the shop mcn there was 
a striko in 1922 which the unions lost 
and tthich led to the introduction of 
company unions in some of the most 
important railway systcms in the 
United States. In gencral, then, the 
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unions were Rieckeck et in the. impor- 
tant industries. because. they had to 
stand on their own feet, so to speak, 
and I think it is fair to conclude 
that with the powerful firms that we 
have in the United States, with large 
resources, and with the strong organ- 
ization among the employers, unions 
could probably not exist, especially 
in the so-called mass production in- 
dustries, unless they had some aid | 
from the Government. 

I am personally convinced that 
the strength of the unions in Europe 
is not entirely traceable to their 
own economic power. I think a great 
deal of the strength of the unions in 
Europe is also traceable both to their 
political power and to the fact that 
the Government has from timo to time 
intcrvened to give them a hand when 
they encountered a serious crisis in 
their conflict with poverful employers 
or with poverful employer associations. 
And I am almost sure that insofar as 
the United States is concerned, it 
will be very difficult for the Workers 
to,establish unions without Government 
aid, in the important industries where 
8 or 10 or a dozen firms control the 
bulk of the industry. 

There were various theories be- 
hind present day Government interven- 
tion in labor relations and I want to 
enumerate a few of them. The one that 
was undoubtedly the most important - 
the one that received by far the .. 
ereatcst attention - was the idea. that 
there ought to be cquality of bargain- 
ing betweén the cmployer or cmployers 
and the workers. Take the case of 
these big corporations, They, of 
course, have specialized personnel 
departments, highly paid and highly 
trained peoplo. Thoy have their bar- 
gaining specialists who hire, who 
direct labor. It is gonerally recog- 
nized, thereforc, that the workers 
ought to have their own organizations 
through which they can bargain on a 
relative equality with the cmployers. 
That is what is moant by equality of 
bargaining in labor relations. 

The idva, as I montioned before, 
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las become quite current now. Take 
the United States Steel Corporation 

as an example; in this company Judge 
Sary has always taken the position 
that it was absolutely opposed to any 
form of collective bargaining. Judge 
Gary as a lawyer explained it on legal- 
istic grounds, saying that the only 
way that anybody could have a voice in 
management is by owning property. The 
Ynited States Steel Corporation, you 
remember, began selling stock to its 
employees, telling them that if they 
vecame stockholders, they would natur- 
ally have a voice in the management of 
the concern. 

The United States Steel Corporation 
3ince the N.R.A. has reversed its posi- 
sion and now believes most ardently 
in collective bargaining. Although 
ye have what might be called a popular 
acceptance of the idea of collective 
pargaining, we do not have a popular 
acceptance of the idea of collective 
bargaining on the part of workers 
through organizations that they them- 
selves have founded, through organiza- 
tions that they themselves direct, 
and which they themselves finance. 

Ne really have now in the United States 
a contest not over the question as to 
whether collective bargaining is de- 
Sirable, but a contest as to whether 

we should have genuine collective 
bargaining or sham collective bargain- 
ing. 

The purpose of the National Labor 
Relations Board is to see that the 
workers have an opportunity to parti- 
Gipate in genuine collective bargain- 
ing. That is therefore one of the 
basic theories underlying the idea of 
Government intervention in labor rela- 
tions as expressed through the Act. 
There is, of course, the question of 
safeguarding democracy of which you 
nave heard a great deal. If we are 
to have political democracy, we must 
also have industrial democracy, and 
there cannot be industrial democracy 
unless the workers have organizations 
through which they can meet on a 
relative equality with the employers. 
The other idea is that if workers are 





organized, they will naturally be 
able to get better wages; they will 

be able to maintain better and high- 
er standards of living than if they 

were not organized as they will have 
greater bargaining power. 

One purpose of the Act is to 
reduce strikes. Statistics gathered 
by the United States Bureau of Labor 
Statistics show that, for instance, 
from 1901 up to 1935, from 17 to 46 
percent of the strikes and lock-outs 
in the United States centered around — 
the issue of what is known as union 
recognition. The employers refused 
to acknowledge that right and the 
only way in which the workers. could 
attempt to force the employers to 
acknowledge it was by going out on 
strike. The Act if properly and 
effectively enforced would eliminate 
that type of strike, because it 
wouid cause the employer to recognize | 
the right of the workers to organize, | 
and to bargain collectively. | 

Now hand in hand tith this is 
another idea which is used to justify 
the legislation on constitutional 
grounds, namely - the reduction of 
interference with the free flow of 
interstate commerce. The lessening 
of this burden upon commerce is, of 
course, one of the purposes of the 
Act. So much then, for the theory 
underlying the National Labor Rela- 
tions Act. Studies show that em- J] 
plovers resort to a variety of prac- 
tices in order to prevent the workers | 
from organizing into unions. It is 
not merely a matter of the employers © 
simply saying that they will refuse 
to deal with unions; it is nota 
matter of the employers saying that 
they won't recognize the officials 
that are elected by workers and — 
unions, but the employers in the 
United States actually resort to a 
variety of affirmative practices by 
which they prevent workers from 
organizing into unions, which is, 
of course, a much more serious. 
matter and they have been quite 
successful in pursuing this lassi 
of Paging 





































One of these practices, for in- 
Stance, is the black list. in cer- 
tain industries a worker who is known 
to have been active in attempts to 
organize a union will find it prac- 
tically impossible to secure employ- 
ment. In the metal trades industries, 
Which are among the basic industries, 
the employers! associations will 
maintain so-called labor bureaus, or 
employment offices, No one can get 
a job without going through those 
employment offices where his record 
is on file. If the record shows him 
to be what they call a labor agitator, 
or to have bcen in any way assertive 
or active, he just can't get a jobe 
It isn't a simple matter to get 
evidence of this for all the informa- 
tion is sent out confidentially. But 
even if a victim could got the proof, 
he would have no legal redress be- 
cause the courts have ruled that the 
black list is lcgal. 

The hearings recently held by the 
subcommittee of the Senate Committee 
on Labor and Education, under the 
chairmanship of Senator Lalollette, 
have revealed the astounding extent 
to, which employers hire labor spies. 
The business of labor spies, as you 
know, is to snoop upon their co- 
employees, who take them as being 
only fellow workers, and not as stool- 
pigeons or detectives. 

You have read, probably, if you 
followed those hearings, that there 
are organizations functioning, through- 
out the United States making large 
profits out of this particular kind 
of business. And among them are some 
of the more reputable detective 
agencics, such as the Pinkerton and 
Burns firms. And there are others 
that you may not have heard of. They 
have officcs all over the United States 
and they specialize in hiring out 
people to employers to snoop around 
and act as stool pigeons among their 
fellow workers, who innocently go on 
trying to exercise the freedom of 
speech and other civil libertics 
which arc supposed to be guarantced 
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. in any given cases 
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them by the Constitution. These 
people are of course the ones that 
are ‘spotted and black-listed. 

There is also the "yellow dog" 
contract. The employers have re- 
quired workers, 4s a condition of 
getting employment, to sign a con- 
tract that they will not join a labor 
organization during the time that 
they are working for the particular 
employer. Now, that may not mean 
much in general, but it has some very 
interesting implications. Quite 
often, in this contract the name of 
certain labor organizations will be. 
stipulated in addition to the gener- 
al phrase. If an organizer for a 
labor group,later comes around and 
tries to organize these workers, he 
is of course, trying to induce thom 
to break a contract and is therefore 
subject to being enjoined, prosecute« 
fined, and so on. You can sce that 
a: contract of that kind is a very 
important weapon in the hands of an 
employer in preventing his workers 
from organizing. Those contracts 
have been used very gcncrally in the 
more important industries. They are 
now outlawed by the new type of 
legislation along with diseriminatio. 
and discharge for union activities, 
fostering of company unions, and 
other unfair anti-union tactics. All 
of these practices, now outlawed 
by the National Labor Relations Act, 
vwere,of course, outlawed under Sec- 
tion 7A of the N.I.k.A. and are also 
outlawed in what is known as the 
Railway Labor act of 1934. 

There has been a good deal of 
dispute as to What group in a plant, 
for instance, can come together and 

reanize en a collective bargaining 
basis. Under the act, the Board is 
mpovered to determine “hat the apprce- 
priate collective bargaining unit is 
The Board is em- 
povered to hold elections within the 
appropriate unit, so that the workers 
by a democratic process may decide 
for themselves who is to be their 
spokesman, and vhat organization is 
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to represent them in collective bar- 

gaining. The Board, according to the 
Act, must then enforce the results of 
the election according to the wishes 

of the majority. 

There was a good deal of confusion 
during the NRA as to whether propor- 
tional representation orthe majority 
rule should be the basis for the desig- 
nation of representatives. The National 
Labor Relations Act provides however, 
that the majority of those voting are 
the ones to decide which organization 
is to represent the workers, and who 
are to be their spokesmen. According 
to the proportional representation 
olan, a minority would have separate 
representation. Such a practice would 
raise a great many complicated fac- 
tors. There must be one agreement; 
yJage rates must be uniform. Other- 
vise you can see what opportunities 
for discrimination would be given to 
the employer. If there were two bar- 
yaining groups, that is if the minor- 
ity were to nave one and the majority 
another, the employer would be in a 
josition to play the two groups 
against cach other. There would be 
no uniformity of employment condi- 
tions, and this, of course, would 
ereate chaotic situations and upset 
the whole intent of the Act, to bring 
about a collective bargain. 

The law thorcefore specifically 
providod for majority rulc, and the 
ha jority accordingly designated the 
workors' bargaincrs. The minority 
may have an organization for nes cir 
the different grievances of those who 
want to belong to that ordeh ieeeren, 
but not to determine the conditions 
of employment. If a worker has an 
individual grievance, and he doesn't 
Want to handlc it through the union, 
he may take it up himsclf with the 
employer or he may tako it up through 
some minority organization to which 
he belongs which the employer may 
recognize if he chooses to. 

To that cxtent, the minority is 
given an Penertuntty to function. 

But it cannot participate in the 
aking of an agreement relating to 


before it. 


wages, hours, or working conditions. 
That must be made by one group in 
order that -there should be this uni- 
formity, and that the employer may 
not take advantage of the division 
among, the workers. This, of course, 
is the democratic procedure which 

we follow in our governmental set-up, 
‘as well es in other social organiza- 
tion. . 

‘With reference to enforcement, 
the Board has the-.same powers as the 
Federal Trade Commission. When there 
is a conflict, when there is. a dif- 
ference of opinion, the Board is 
authorized to hold.hearings. It is 
authorized to take testimony. And 
it is authorized to mako a.decision. 
If the employer refuses to abide by 
the decision, then, of course, the 
Board is empowered to take the matter 
to court. The testimony taken by tho 
Board is thcn presented to the courts 
for review and final action. 

What about the accomplishments 
of the National Labor Relations Board? | 
It has been functioning since about 
last September. The Act went on the 
statute books in July. Then came the 
question of sclccting the mombers of 
the Board, of organizing, and so on. 
The Board did not actually start to 
operate until after Labor Day. And 
then it, of course, was immediately 
besct by a great many difficulties 
and a grcat many obstacles. ; 

But before I talk about those I 
want to take up some of the Board's 
accomplishments. These are not very 
great, because of the obstacles that 
it encountered as a result of the 
legal difficulties raised by the em- 
ployers. Up to the first of March, 
the Board had 729 cases involving 
165,792 workers,a relatively small 
number when you consider that the 
bulk of the workers in the United 
States are at the present time not 
represented through unions recogniz- 
ed by their employers. But there 
were that many cases that did come. 
The Board has succeeded 
in adjusting about a third of these 
cases without holding any formal. 




















hearings. Some of them were dropped 
for lack of proof of the charges. 
Among those that remained about half 
were based upon the charge that the 
employers had resorted to unfair 
labor practices; the other half upon 
the failure of the employers to bar- 
gain collectively with the workers 
in good faith. These two issues are 
the ones that are important. 

The cases where the Board has 
succeeded in securing compliance 
have for the most part been those 
relating to the smaller cmployerse 
But most of the latter havo accepted 
the intervention of the Board and 
have cither made settlements or have 
contested the charges made against 
them, submitted to hearings, and then 
accepted the decision of the Boarde 

The poworful omployers, and of 
courso they arc the ones that have 
been opposed to any form of genuine 
labor organization and colicctive 
bargaining, are the ones that are 
now challenging the Board and refus- 
ing to abide by its decisions. Thcy 
challenge it on the ground of con- 
stitutionality. They say that the 
Act is void, and so whenever the 
Board attempts to hold a hearing they 
resort to one of two procedures. 
They may apply to the Federal Courts 
for an injunction saying that the 
intervention of the Board will cause 
irreparable damage and therefore 
inflict substantial losses upon them 
and so on. This plan was quite suc- 
cessful at the beginnings or, upon 
the advice of a grcup of lawyers who 
believe that the Federal District 
Courts cannot issue injunctions in 
these cases, they may appear at the 
hearings ordered by the Boare, and 
you might say, read the riot act to 
the Board about the unconstitutional - 
ity of the law as enunciated by the 
lawyers’ committee of the Liberty 
League, and then walk out, without 
further participation in the hearings. 
Thus the cmployers will cither go to 
the courts and apply for injunctions, 
or come and read a nice, little 
statement that the law is unconsti- 
tutional and then walk out. 


Me? 


The powerful steel companies are 
among those using the latter tactic. 

Whatever hearings the Board has 
held, with one or two exceptions, 
have therefore been exparte hearings, 
in which the employer refused to 
appear. or be represented. In such. 
cases, if the Board renders a decis- 
ion, the employer of course appeals. 

So w. have the big problem of 
the attitude of the courts. That is 
the one wo are confronted with at the 
present time. At the beginning, most 
of the Federal District Courts issued 
injunctions restraining the Board 
from acting on the ground that the 
Act is unconstitutional. More recent- 
ly the tide has turned. The. Fedcral 
District Courts have refused to grmt 
injunctions and have begun to make 
the statement that the Board has a 
right to hold hearings, and call olec- 
tionse Some of thom have gone so far 
as to indicate that tho law is con- 
stitutional. 

Now the next problom of course 
is the Circuit Courts of Appeals, 
because they arc the court of first 
instance. The Board felt that in 
order to-serve its functions and to | 
perform its dutics properly, it ought 
to make a special cffort to get decis- 
ions from the Circuit Courts of 
Appeals as soon as possible so that a 
case might be brought before the 
Unitod States Supreme Court in the 
present term. In these cfforts it 
was unsuccessful. 

The first case to come up before 
a Circuit Court was heard the 3lst of 
March. The presiding judge announced 
that the Gourt will not be in a posi- 
tion to render a decision until some 
time next fall, perhaps even a little 
later. Another case was argued in 
San Francisco a week ago Thursday, 
and there is a possibility that we may 
get a rather early decision. There 
are several other cases pending in the 
Circuit Courts of Appeals. By next 
fall there will be a number of decis- 
ions handed down by these Courts, 
giving us some sort of inkling as to 
what we may expecte The Act then has 
to run the gauntlet of the United 
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States Supreme Court. a DISCUSSION 

I can only teli you what the 
speculations are as to the outcome question - What proportion of the 
of this litigation. One of them situations that come before the 
is that the Court may declare the Board ioe based on company union 
Act constitutional but limit the issues 
Board's jurisdiction to the very Ansvier - Thore have beon some, but 
small number of industries that are not very many on that issue directly. 
engaged in transport and communica- Indircetly it may be involved when 
tion, thus exempting the basic mass a complaint of unfair labor prac- 
production industries. That is one tices is made.- that is, the com- 
of the prognostications and it is pany's union may be functioning 
the attitude those District Courts, there and may thus be brought into 
which have gone out of their way to the picture. I suppose if the 
say that the law is constitutional, Supreme Court upholds the Act, 
have hinted at. They base this may look forward to a vory large 
view entirely on the Texas-New number of such cases. The National 
Orleans case Which upheld the consti- Mediation Board, if wo may take 1 
tutionality of the Railway Labor Act. as a critcrion, has handicd a large 

Another fecling is that the law number of company union cases since 
Will be thrown out completely, if the Railway Labor Act wont into 
not on the interstate commerce point, effect. 
then on the due process issuc raised Question - Then the issue of com- 
by the alleged interferences with pany unions is not so great With 
the cmployers' right to free excr- the present Board's oxpericnce as 
cise of his property and so on. it was with tho Wagner Board? 

The real cluc we may probably Answor + It will become so once the 
get next Monday afternoon if the Board's legality is cstablished; 
Supreme Court sees fit to hand down that is inovitable, taking into con- 
a decision on the Guffey Act. Then sideration that in 211 the important 
we may have an idca as to what is industries, company unions are funec- 
in store for us. The iabor provis- tioning. In the sutomobile indus- 
ions in the Guffcy Act are nat sinm- try, for instanco, thero wore prac- 
ilar to the labor provisions in our tically no concen unions it ull 
Act, because the Guffey Act regu- up to the time of tho N.R.a., and 
lates hours of work, wages, and now the company union is an accepted 
other conditions of employment. institution therc. The same thing, 
Our Act as I have already said, of coursc, vould apply to’ all tho 
merely protects the worker in the other fraoetate industries. 
exercise of his right to organize Question ~ Hoy much docs recognition 
for collective bargaining. Héence involve? What is to prevent the 
even if the Guffey Act is held void, big industry from going through a 
there may still be some hope for sham recognition vith no intentions 
us. But there may be some clues whatever of doing any real bargain- 
in the way the decision is worded ine? 
as to whether wo are to look for answer - That is apt to happen, and 
other jobs after noxt fall or whether of course, there have been a great 
we can count on making a leaso for many complaints, and it raises 


another yeare another important point as to whether 
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it will be possible to enforce the 
additional clause requiring the.em- 
ployer to bargain collectively with 
his employees. That will be a diffi- 
cult problem. I think we can say 
this, though, that once it becomes 
impossible for an employer to break 
up a union and to engage in the vari- 
ous unfair labor practices which 


prevent workers from organizing unions, 


he will find it pretty difficult not 
to deal with them. I think that will 
take care of itself automatically. 
Once the workers arc strongly organ- 
ized and know.that they are protected 
in their rights, the employer will 
find it pretty difficult simply to 
sit around a table with them and not 
to arrive at an agreoment. The situ- 
ation Will naturally become impossi- 
ble. The unrest within the plant and 
the general reaction will be such 
that be will find it desirable to 
bargain. 

But the cmployur may ect. around 
this in various ways. Takc, for in- 
stance, the period of the N.R.A. 
Employers got around it by saying 


that they would mect with committces, 


but they vould put nothing in writing, 
which is, of course, not only mean- 
ingless, but a rather stupid position 
for employers to take since they 
ordinarily insist that @very trans- 
action be put in writing. I suppose 
that in a big firm if you want a doz- 
en pencils you have to write a meno. 
But if you are dealing with a commit- 
tee of workers, you don't want to put 
anything in writing. Many of these 
employers will accept only verbal 
agreements. Some have said they 
would put it in the form of a memo, 
Which they vould then hand down, which 
might be called a unilateral agreé- 
mente Tie employer doesn't want to 
recognize the unions. That is some- 
how to him a terrible thing to do. 
Some employers have agreed only to 
post notices on the bullctin board. 
The Boards have. ruled that such | 
arrangements are equivalent to written 
agreements. 

It might be neeessary to go thru 
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a rigmarole of that kind for a fow 
years’ before it would be, possible: to 
got a full-fledged agreement, Which 
is in the form of a contract crawn 
up by joint negotiation and signed 
by both parties, and which both par- 
tics pledge themsclves to carry thru. 
Onec the workors are organized, these 
metters will automatically take care 
of themselves. 
Question = I understand you to say 
that tho ercator number of cases 
settled .by the Board since last,.fail 
have been in casos cf small cmployors, 
and I was wondcring if that was due 
chiefly,to tho fact that theysefelt 
thomscives helpless to cope with the 
Board = that they didn't have the 
finenciel means to take legal aetion. 
Or Was. it.dus. to.the factwthapvauey 
were more socially minded or enlight- 
ened than some of the bigger employers. 
answer - No one in any way questions 
the motives of either group. $-is 
undoubtedly due to the fact that inso- 
far as the smaller employers are con- 
cerned, the worker is a match for 
them when he organizes, whereas the 
stcel worker who organizes into a 
union is no match for the United States 
Steel Corporation, and certainly no 
natch for the Iron and Stecl Instituse, 
Nor is the vorker in the.meat indus- 
try a match for the four great meat 
packers. That undoubtedly explains 
it. Tho whole history of laborasge 
have given it to you before shows 
that those powerful employers fecl 
themselves strong enough to deny the 
workers their civil liberties, for 
instance thoir right to organize. 
Perraps the small employers look on 
with ¢roat envy, but thoy don't have 
the pover and they must therefore 
submite The real function of the 
National Labor Helations Board, at 
any rate the major function, is there- 
fore to protect the intcrests. of the 
workers in these basic industries 
against the powerful employers who 
fecl that thoy ac so strong that 
they can ignore cverybody's rights. 

At the present time, if you vere 
going to make a study you ould find, 


160 


with the exception of the railroad 
and some minor cases, that the areas 
where the unions are pretty strongly 
established are, of course, in those 
industries which have not yet reach- 
ed the stage of integrated mass pro- 
duction. In general where the busi- 
ness unit is small, the workers who 
organize can stand up against the 
employer's opposition. 

Even in the steel industry, the 
smaller, so-called independent steel 
companics have been dealing with the 
Amalgated Association of Iron, Steel 
and Tin Workers for a long time back. 
The biggest ones have not, and it is 
interesting to note what has happen- 
ed since the mergers have been devel- 
Oping. Take a company like the 
Republic Steel Company which has been 
expanding. It has absorbed a number 
of smaller companies that have been 
dealing with the union. When they 
merge with Republic, relations with 
the union either become strained or 
are sooner or later brokon off com- 
pletely. Now the Steel Workers 
Union is no match for that kind of 
powerful corporation. The same con- 
dition prevails in other industries. 
Question = Do the corporations 
refuse to arbitrate differences With 
‘their company union? 

Answer ~- I think the United States 
Steel Company feels that way about 
it now. I don't know whether we 
can generalize about it, but they 
have said that there is no such pro- 
vision vested in the company union 
constitution, that arbitration is 
not a function of a company union. 
Now, of course, the essence of 
collective bargaining is that both 
parties should come together and 
arrive at some agreement, and if 
they cannot arrive at an agreement, 
they cither disagree and there is a 
' Uoekout or ‘strike, or thero is 
arbitration. 

The United States Steel Corp- 
oration has denied its workers the 
right to arbitrate. They therefore 


* ment Workers Unions. It so happens 


admit that the only function of a 
company union is that of a sound- f 
ing board. The final decision is 
entirely with the management. 
Question - What about the white 
collar or the sales workers? I have 
been especially interested in a plan 
for them at Filene's, and I thought 
probably it had several interesting 
developments or possibilities and | 
at one time thought it would be desir= | 
able to have a general. application of | 
the ideas followed there. What do 
you think of their plans? 

answer - You mean the employee 
representation plan in Boston? 
Question = I understand that they 
have a right to appeal and I believe 
that the management even goes so far 
as to reinstate the person evon if 

he is against tho policy of the com- 
pany. They seem to be able to rein- 
state an employce who is unjustly 
fired if the employees themselves 

so docide. 

Answer - That is one plan in which 
the workers have certainly had free- 
dom of action, There are a few others | 
of that type which are outstanding ei 
exceptions. That certainly would not | 
characterize plans in general use so | 
far as company unions are concerned. 
Question - Is that due merely to the | 
high type of worker, or would that a 
be applicable to other workers? i! 
answer - Filene'ts deal with the Gar- B | 








that the department store clerks ee 
have not bcen well orgamized and so 
the question of these department | 
clerks joining independent unions 
has not come up. But they certainly 
have had freedom of expression and 
are quite independent and know it. 

In that sense this tould be one of 
the execptions. There are a few 
others, like Mr. Dennison, a paper 
tag manufacturer. His plan also is 

a genuine and independent plan. Of 
course, the significant thing is that 
Within one firm, naturally they are 
not strong enough to accomplish much. 











They have to have the guidance and 
support of people who are special- 
ists, and the worker who sits at the 
bench all day cannot develop into a 
specialist for bargaining purposes. 
No matter how good these company 
union plans are, there is no pro- 
vision for the company union of one 
company to associate with the company 
unions of another firm or plant, so 
that they may pool their strength 

and interests and may select people 
who have the natural characteristics 
which make them good bargainers. 
Question - I should like to elaborate 


on what you said before about no other 


country having labor spies. I think 
that there are no such organizations 
abroad because they heve developed a 
finer art over there. The strike- 
breaker in Eusope works for nothing. 
In England, during the general strike 
in 1926, the government, through its 
various agencies, arganized volun- 
teers who were glad to patrol the 
highways and to take care of the 

free flow of commerce. I never saw 
a general strike that looked so 
little like any kind of strike at ell. 
Answor - That happens. I wonder if 
that would happen in a coal strike, 
or a building strike, instead of a 
general strike? What you had there 
wes a highly complicated situation, 
but I don't believe thet it is such 
an easy matter to gsthcr what are 
known 2S scebs in the case of en 
ordinery strike. It is just a ques- 
tion of who can hold out the longest, 
rather then a guestion of introduc- 
ing lsbor spies or & question of 
orgenizing compeny unions. 

Question - Don't you think thet com- 
pany unions my pave the wy for 
genuine unions in the future? 

Answer - I don’t know whether we ere 
werranted in generelizing. The com- 
pany unions of the United States 
Steel Company have gone on a rampege 
and heve declared themselves indepen- 
dent. They heve called a meeting 
outside of the plant, and have even 
gone so fer as to call upon the com- 
peny for arbitration. The United 
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Stetes Steel Corporation, in spite 
of the fact thet it has e very highly 
specialized and high salaried per= 
sonnel manager, wes beffled, and had 
to admit thet these company uhions 
are not collective bargrining agen- 
cies, which of course had been 
clrimed by org:nized labor and by 
the union people all the time. THe 
domand for arbitration wes rejected 
on the ground that there was no such 
provision in the Constitution of the 
company. 

Question - How many workers must a 
company have in order to come before 
the jurisdiction of the Board? 
Answer - AS long as it is within 
jnterstate commerce, the number of 
workers ig no factor. The important 
thing is whether the firm is engaged 
in interstate commerce. 

Question - Does the law provide for 
any special protection for the employ- 
er, for instance, in the case where 
the employees could unite so strong- 
ly to raise wages so high as to take 
ali, of the prorite? 

Answer - That of course would be a 
vital social question that would 
have to be decided when it arises. 
At the present time it is not even 
academic, so you see there is no 
need to act upon it. 
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Joseph B. Eastman 
Federal Coordinator of Transportation 


| The subject which I am to talk 

about is transportation, and I might 
say that I am confronted with three 
difficulties. One is that it is 
such a large subject that there is 
much of it that I do not know about; 
the second, is that in the time 
available I can not tell even that 
which I do know; and the third is 
that I have made very scanty pre- 
paration for this talk. What I 
shall say will be selective, and I 
shall try and discuss some of the 
matters which are of current inter-~ 
est. at the present time. 

I think that the most outstand- 
_ ing thing in regard to transportation 
at the present time is the tremen- 
dous change which has taken place 
within very recent years. In 1920, 
it was estimated that the railroads 
represented an investment of some- 
thing like twenty billions of dol- 
lars. Since that time the best 
estimate we have been able to make 
is that there has gone into forms 
of transportation which are com- 
petitive with the railroads, and do 
not include local transportation, — 
about an equal sum of money, and 
that in the meantime the railroads 
have also increased their invest- 
ment by about six billions of 
dollars. blag * 

Another outstanding thing is 
the tremendous slump of railroad 
earnings which has taken place in 
the depression. In 1932, railroad 
revenues were about 51 percent of 
the average revenues for the 1923-. 
20 period; in other words, the 
Slump amounted to about 50 percent. 
The railroads in the past have gone 
through a great many financial de- 
pressions but in none of them have 
they ever suffered such a slump in 


revenues as occurred during the 


present depression. Even in 1935, 


their revenues only amounted to 


565 percent of the 1923825 average. 
That was due, of course, in large 
part to the tremendous severity of 
the depression, probably the worst 
depression which the country has 
ever experienced, but it was also 
due in considerable measure to the 
growth of these competitive forms 
of transportation. 

We do not know just how much 
traffic the railroads have lost to 
the other forms of transportation 
because there are no statistics as 
yet available. It is impossible, 
for example, to know at all accur- 
ately how much traffic is carried 


by trucks including not only the 


common carrier trucks but the opera, 
tions of private trucks. However, 


-we do know that the railroads have 


suffered severely from this com- 
petition, and that is particularly 
true in the case of passenger ser- 
vice. In 1935, the loss in pas- 
senger revenues in comparison with 
the period ten years ago was about 
67 percent, and the loss in freight 
was about 38 percent. <A great part 
of the loss in passenger traffic 
has been caused by the private auto- 
mobile, but, on the other hand, the 
private automobile has tremendously 
increased the travel habit of the 
American people. According to our 
best estimates, in 1929 the auto- 
mobile was carrying in inter-city 
transportation, stated in terms of 
passenger-miles, a volume of traffic 
which was about five times that evel 
carried by the railroads in the 
paste 

' Looking back over the past, it 
is a little difficult for me to 
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realize that I can remember when the 
first trolley cars were introduced, 
at a time when in New York City they 
were still operating only horse cars; 
and of course I can remember the first 
automobile, and the first Wright aero- 
plane. 
ually disappearing, although at one 
time an investment in a good city 
electric railway was regarded as about 
as sound and conservative an investment 
as one might find. On the other hand, 
we have this extraordinary development 
in highway transportation. I can also 
remember the time when an ordinary 
water~bound macadam road was a rarity 
even in the eastern part of the coun- 
try, and now we have hundreds of 
thousands of well paved highways 
spread over the entire country, and 

on them millions of automotive vehi- 
cles operating at express train speeds. 
It merely shows the tremendously rapid 
progress which has been taking place 
in transportation and also what you 
may expect in the future. From ny 

own point of view, I believe that the 
progress in the future will continue 
at an accelerating momentum in com- 
parison with what it has been in the 
past e 

Now, not only has this competi- 

tion affected the railroads adversely 
in the volume of their traffic, but 

it has, of course, had an effect upon 
their rates. Comparing the 1935 rates 
with those that. were ine@fect in 1928- 
29, we find there has been a decrease 
in the average ton-mile revenue of the 
railroads of about 114 percent, and 

a decrease in the average passengers 
mile revenue of about 35 percent. 

That is very largely due, of course, 
to the competition of the other forms 
of transportation, and this process 

is still going on, as can be seen by 
the reductiors which are about to take 
place in the passenger fares on the 
eastern railroads. Out in the West 
two years ago they reduced the fares | 
to two. cents a mile, and in the South 
the rate went down to 14 cents a mile, 
Now the eastern railroads are about 

to come down to the 2-cent level. . 


The trolley cars are now grad= — 


The slump in business, of course, 
has also had an effect on the employees 
a very great effect. In 1920, 
railroad employment reached a peak 
with 2,197,000 employees; after that 
it began to fall off, and fell quite 


‘sharply, until in 1930 there was a 


nose dive in the number of employees 
and in 1933 the bottom level was 
reached, when there were only 970,893 
employees compared with over 2,000,000 
in 1920. Of course, the attitude of 
the employees towards labor-saving 
devices has also been greatly changed 
by that situation. Ever since the 
railroads started operating, they 
have introduced labor-saving improve-= 
ments of one kind or another, either 
of a mechanical type in their motive 
power and equipment, or in the tools 
which they use, or consolidations 

and unifications which have brought 
about a shrinkage in labor; but un- 
til 1920, so far as the employees 
were concerned, the trend was always 
upward notwithstanding these changes. 
Since then it has been downward, which, 
of course, has given the employees a 
considerably different attitude to- 
wards labor-saving. improvements. 
However, this does not mean that the 
total number of persons engaged in 
transportation has decreased; in 
fact, even at present it is probable 
that more persons are engaged in 
transportation than-cwero engaged 
in. it in’ 1920, due. to the’ trenen=. 
dous increase in highway transporta-— 
tion. Relatively, in proportion to 
the load, the highway carriers em- 
ploy more workers than the rail- 
roads do. 

‘These changes which have taken 
place in the transportation situ- 
ation, of course, give rise to two 
questions. One is what shall be 
done about the railroads, and the 
other is what shall be done about 
the other forms of transportation. 

I shall take up the railroads first. 
It seems to me quite clear that the 
changes which have taken place. and 
those which are impending will make 
it necessary for the railroads to 




















progress steadily in the direction 
of better service and lower rates, 
not. only in their passonger service 
but also in their freight service, 
and that in order to bring these 
about it will be necessary for them 
to strive continually towards great- 
er efficiency and economy in their 
operations. That is going to be 
their salvation -~ to bring about 
changes of that kind. | 

That brings me to a subject in 
which I have a personal interest, 
and that is the act which was pass- 
ed in 1933, called the Emergency 
Railroad Transportation Act. The 
theory of that act at the start was 
that because of the fact that our 
railroad system is owned and oper-~ 
.ated by a very large number of sepa- 
rate and independent companies, a 
great amount of waste occurs in 
railroad operation which could be 
avoided by greater cooperation on 
the part of those separate compan- 
ies, and also by greater coordin- 
ation of their various operations 
and activities. It was felt that 
so far as that might have an effect 
on competition, such an effect would 
not be so serious as it might possi- 
bly have been in the past, because 
of the fact that all this competi- 
tion now exists from the other 
forms cf transportation. It was 
further felt, at that time, that 
while this waste could be elimi- 
nated by actual consolidations of 
the companies into a very few sys- 
tems, the easier and the better way 
would be to bring about coordina- 
tion of separate operations and 
activities where the railroads have 
a common interest, without endeavor- 
ing to force consolidation into a 
very few great systems, which would 
not only have great practical legal 
difficulties, but which would also 
be open to other very serious 
objections. 

Under that Act, it was the 
theory that the railroads should 
go forward and do these things on 
their ovm account and to that end 
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the Act set up-three regional 
coordinating committees of the 
railroads; one’ in the East, 

one in the West, and’one in the 
South. It was made their duty to 
see to the elimination of waste 
along the lines indicated in gener- 
al terms in the Act. However, it 
was realized that because of the 
operation of interstate laws, Feder- 
al, or State, or other prohibitory 
statutes, obstacles might arise 
which would prevent the accomplish- 
ment of some of these projects, and 


- it might also happen that while a 


majority of the railroads in any 
given situation would agree to what 


was proposed, there would be a 


minority that would object and make 
accomplishment impossible. There- 
fore, a Federal officer was set up, 
called the Federal Coordinator of 
Transportation, and he was given 
authority to issue orders, if he 
found the public interest so require: 
upon request of these coordinating 
committees. Before the Act was 
finally passed, the coordinator was 
given power of initiation; he could 
refer matters to the coordinating 
committees and if they did not act 
within a reasonable time, he could 
issue orders on his own account. 
However, a situation arose be- 
fore the act was finally enacted ~-‘ 
which had a very serious effect upon 
actual accomplishments under it. 
At that time, Congress was consider- 
ing the National Industrial Recovery 
Act, and the stated object of that 
was to put more people to work, to 
increase employment. The employees 
of the railroads very quickly saw 
that the elimination of waste in 
railroad operations also involved, 
to a very considerable extent, the 
elimination of labor, and they at 
once said that these two objectives 
were inconsistent; on the one hand 
you had a dill which was seeking to 
put people back to work, and on the 
other hand you had a bill which was 
seeking to deprive them of work. 
Presenting that argument ~- it had 
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much logical force -- they succeeded 
in having amendments put into the’ 
bill which protected those employees 
who were in the service on May, 1933. 
They provided that nothing done under 


the act should deprive men of such em- 


ployment as they had, or impair the 


compensation that they were receiving, 


at that time. The effect of this 
amendment was to totally destroy the 
enthusiasm of the railroads for the 
Act, and they were disposed to remain 
quiescent. 

Therefore, the Coordinator 
found it necessary to proceed under 
his own steam, so to speak, and upon 
his own initiative to a greater ex- 
tent than had been anticipated origi- 
nally. I was selected for that job. 
I am still a member of the Inter- 
state Commerce Commission but have 
been relieved largely from: duties 
as &@ commissioner while occupying 
the office of Coordinator. It seemed 
to me that it was highly desirable to 
make studies of what was possible, 
what could be done in the way of co- 
ordination for the purpose of in- 
creasing efficiency and economy of 
operation, and also to construe the 
word "waste" broadly and inguire in- 
to what could be done by the rail- 
roads in the way of improving ser- 
vice, operation, equipment, and 
rates, with a view to meeting the 
new transportation conditions which 
suddenly had been forced upon them 
by the rapidly increasing compe- .. 
tition in these other forms of 
transportation. And we undertook 
to make studies of both of these 
things while we had but a very small 
force; the railroads coéperated very 
well indeed; we also had the help of 
shippers, state commissions, Inter- 
state Commerce Commission, other 
forms of transportation, and many 
others. 

Perhaps I can give you an in- 
dication of some of the things 
developed by those studies by read-— 
ing something that I said before the 
Engineers! Society of the Lehigh 


Valley recently. I undertook to in- 
dicate what I saw in the future so 
far as the railroads were concerned. 

Giving you a picture in broad 
strokes of some of the things that 
are coming, if I am at all right 


- about it, I can see a central scienti- 


fic, engineering, and economic re- 
search department acting for all the 
railroads, able to establish within 
proper limits standards for equip— 
ment, construction, materials, and 
supplies, not too rigid or difficult 
to change, but which will prevent 
the great and unnecessary diversity 
of types which now adds heavily to 
costs. This department would also, 
as similar departments in other 
great industries have been able to 
do, keep the railroads not only 
abreast but ahead of the times, pro— 
duce inventions as it were to order, 
and furnish the means of testing 
new and promising developments at 
common expense. 

I can see many of the freight 
cars of the railroads, which move 
in free interchange all over the 
country, handled in a common pool 
so that they can be utilized with 
much less waste motion, just as the 
Pullman cars and to some extent the 
refrigerator cars are at the present 
time, and so that purchases of new 
equipment may be financed to maxi- 
mum advantage and made in the orderly 
manner and at the appropriate times 
which will reduce manufacturing 
costs. . 

I can see the very complex and 
costly methods which now prevail in 
the handling of intercompany trans 
actions, such as the dividing of 


‘joint rates, simplified and expedit- 


ed by the establishment of a central 
clearing house. » 

‘In the larger places, served by 
two ‘or more railroads, I can see the 
present confused, costly, and time- 
consuming terminal operations greatly 
Simplified and reduced in volume and 
expense by unified utilization of 
all or some of the facilities. 

















I can see joint use of some 
shops, where conditions favor it, 
and a gradual raising of shop equip- 
ment and methods up to the high 
standards which now prevail on. some 
of the railroads, but by no means 
all; and I, can see similar progress 
in the handling of materials and 
supplies and the disposition of 
scrap and waste material.. . 

When it comes to passenger ser- 
vice, the very marked advance which 
is being made in the air-—condition- 
ing of coaches and in their seating 
and other accommodations will be 


followed up by many other steps which 


will add to the comfort and conven- 
ience of the service. Attention 
will be concentrated to a much 
greater extent than heretofore on 
the customer and what he needs and 
wants. To provide service of great— 
er frequency and flexibility, 
single-unit cars propelled at low 
cost by gas or Diesel power with 
some form of mechanical or hydraul- 
ic or electric transmission will in 


‘many cases by employed, and they 


will be adapted to multiple-unit 
operation. To achieve light weight, 
new metals and methods of con- 
struction will be used. Passengers 
will be given collection and deliv- 
ery service to and from stations. 
Advertising and other means of mar- 
keting the service will be. improved 
and developed, and often employed 
by the railroads collectively. 
Station accommodations and service 
will be made more convenient and 
attractive. The trend of fares will 
be downward. Busses will be used 
in many situations to augment or 


supplement, and in coordination with, 


rail service. 

In freight service, I can see 
the less-than-carload, express, and 
car-forwarder traffic combined, con- 
centrated, and handled in much more 
heavily-loaded cars of shock—proof 
construction, moved.at passenger-— 
train speeds. The distribution at 
either end will be.done by trucks, 
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probably to and from railheads us~ 
ually located outside of the crowd- 
ed. city areas. An intermediate ser- 


vice, ‘between the present less—than- 


eaioed, and carload services, will 
be developed by the use of contain- 
ers, carried on flat cars. They will 
be of lightweight construction, of 


uniform types, and capable of inter- 


change between. all railroads, and 
between railroads and motor trucks 
or water carriers. Some of them 
will be. adapted to special services, 
including refrigeration. 

In freight service generally, 
the tendency will be towards faster 
and. more frequent operation of 
trains, although heavy tonnage train 
will continue to have their place. 


‘Steps will be taken to reduce the 
heavy costs and delays which now 


characterize terminal operations, 
these steps including not only uni- 


~ f4ed use of various facilities, but 


a more extensive use of motor 
trucks. These will also be used to 
a greater extent in substitution for 
local way-freight and branch-line 
operations, although there will be 

a development for rail use of light- 
weight motive-power units having a 
similar purpose. The wnification of 
terminal facilities and the greater 
use of trucks in such service will 
probably release from railroad use, 
4n due course, considerable land in 
crowded city areas which can be sold 
with profit. 

In many situations where un— 
necessary duplicate or multiple op- 
erations are now conducted, in both 
the freight and the passenger ser~ 
vices, there will be a pooling of 
operations; but instead of depriv— 
ing the public of accommodations, 
the tendency in such arrangements 
will be to give a better balanced 
and more convenient service. 

I can see a gradual revision of 
the freight~rate structure. It is 
the product of conditions very dif- 
ferent from those which exist today. 
There are wide variations in the 
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relations. which rates bear to cost 

of service, and the whole structure 
is full of unutterable complications. 
Only an expert can interpret most 
railroad rate tariffs, and he may 

not always succeed. The tendency 
will be toward simplification of 
rates and a closer relation to cost 
of service. This will be forced by 
the competition of the other forms 

of transportation, including private 
carriage. Cost-finding systems will 
be introduced or expanded for use on 
the railroads, not only in connection 
with rates, but also to obtain a 
closer check on expenditures. The 
general tendency of rates will be 
downward. When such adjustments in 
rates as can be justified are made 
and railroad service becomes as ef- 
ficient and economical as is possible, 
I now see little future for long-haul 
motor-truck haulage of most commodi- 
ties, although I expect to see the 
shorter—haul operations expand 
continually. 

These are some of the things 
which lie in my mind with reference 
to the railroad future. Others will 
have a different picture. No one 
can be sure of anything, except that 
there will be many and important 
changes, and that some of these will 
not be foreseen at all. 

There is another situation in 
connection with the railroads which 
has created difficulties for them in 
the depression times. Of course, 
most of them are old institutions, 
The history of many of them goes 
quite far back into the past, and 
some of them were over~capitalized 
at the start, and in many cases - 
most cases ~ it has been the practice 
to finance to a very considerable 
extent by the issue of bonds bear-— 
ing fixed charges. Of course, when 
the depression brought about the 
severe slump in earnings, operating 
expenses could be cut down to meet 
the decrease in the traffic carried 
to a very considerable extent, and 
were so dut down; but when it came 


to the fixed charges, they could not 
be decreased. The only way in which 
you can decrease your fixed charges 
is to get in the position where you 
can not pay them, whereupon you are 
taken into court, and you have an 
opportunity to reorganize. 

Now, with respect to that fixed 
charge situation, the situation and 
the conditions are these: 

At the close of 1935, 88 steam 


railroads were in receivership or 


bankruptcy, operating 69,008 miles 
of road, or about 27 percent of the 
total. More than $2,500,000,000 of 
railroad debt was in default as to 


-. interest, and there was more than 


$6,500,000,000 of railroad stock on 
which no dividends were: paid during 
the year. Railroad credit can be 
helped materially by the financial 
reorganization along sound lines of 
the railroads now bankrupt and of 
others which may meet with similar 
difficulties. But it would be a 
mistake to assume that any such 
process, however far it may be car- 
ried, can do away with the need for 
the utmost economy and efficiency 
in operation. Neither the passenger 
nor the merchandise traffic nor a 
large part of the carload freight 
traffic has for some years been 
paying its share of operating ex- 
penses. Moreover, whatever allow- 
ance may be made for past financial 
exploitation and for obsolescence 
and other forms of depreciation, 
there remains a great investment 
in railroad property which is en- 
titled under the law to a fair re- 
turn and on which in the long run 
a return must be earned, if the in- 
dustry is to be conducted success 
fully by private enterprise and 
capital, or indeed under any system 
of public ownership which will not 
burden the taxpayers. 

The situation may also be 
helped materially by the present 


- tendencies of interest rates to 


go downward. Railroad debt matures 
and there are opportunities on such 























occasions to refund it by the 
issue of other securities. 
Some of the railroads have 
recently found it possible to 
take care of such refunding 
operations in a way which has 
materially decreased their 
interest charges. The Union 


Pacific has been able to fin- 


ance about $16,000,000 of 
bonds matured on better than 
a 3% percent interest basis, 


-and the Great Northern has 


recently been doing that on 
something like a 4 percent 
basis, largely through the 
good offices of the Recon- 
struction Finance Corporation, 
which was enabled, without 
any burden on itself, to pro- 
duce that result, contrary to 
the desires of many of the 
bankers. 

I have referred to the 
labor situation and what hap- 
pened when the Act was passed. 
Looked at from a long range 
point of view, I think there 
can be no question that it is 


_in the interest of railroad 


labor that the railroads 
should be enabled to operate 
just as cheaply as they can, 
consistent with public safety 
and the maintenance of fair 
wages and good working condi- 
tions. In other words, the 
railroads have to meet the 
competition of these other 


forms of transportation. Only: 


by getting the cost down, in- 

proving the service and giving 
better rates, can they hope to 
expand largely in the future 

and increase the amount of em- 
ployment. But, looked at from 
a short range standpoint, of — 
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course the process of bringing 
the costs of operation down may, 


-in some cases, affect labor very 


severely and produce serious 
hardships, 2s men are displaced 
and laid off for the time being. 
I have felt for some time, 
and have so argued, that this 
ought to be taken care of by a 
system of dismissal compensation 
which would tide the men over in 
such situations and prevent these 
hardships. Recently, at the 
request of the President, the 
railroad managements and the — 
railroad employees have been 
negotiating with a view to ar- 
riving at an agreement for the 
handling of this matter. For a 
long time it seemed as though 
those negotiations were going to 
meet with failure, but they were 
renewed on Thursday of this week — 
and I believe the prospects are 
not excellent for reaching a 
settlement satisfactory to both 
sides. Probably the arrangement 
which will be made will take the 
form of giving the displaced em- 
ployee a certain percentage of 
his prior earnings, something 
like 60 percent or 66 2/3 per- 
cent of what he was previously. 
receiving, for a period of years, 
having some relations to his 
past length of service. It might, 
for instance be five years ina 
case where a man had been there 
a long time, and it might be a 
lesser period in the case of a 
man with shorter employnent. 
And he might be given an option 
of taking a year's pay and leav— 
ing the service, if he saw fit. 
The hopeful thing about that 
situation is that there is a 
regular attrition in employment, 
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amounting to about 5 percent a year, 


due to retirements for normal reasons 


such as death, disability, old age, 
St. end, “in addition to*that, ina 
period of increasing traffic employ- 
ment rises as the traffic increases. 
If some of these changes could be | 
made under such a system of dismis-— 
sal compensation, in a period of 
rising traffic particularly, it is 
quite probable that the railroads 
would get the full benefit of the 
economies in a comparatively short 
time and in the meantime the em- 
ployees would be protected against 
any undue hardships, So much for 
the railroads. . 
Now we come to the second 
question, what to do about the 
other carriers,the other forms of 
transportation. Some of these other 


forms of transportation until recent- 


ly have not been regulated at all by 
the Federal Government, whereas, as 
you know, railroads are subjected to 
a very comprehensive system of pub— 
lic regulation. That regulation ex- 
tends over their rates, to some ex- 
tent over their service, over the 
issuance of securities, over ac- 
counting, over consolidations and 
other forms of unifications, etc. 

In the case of rates the Commission 
can not only prescribe maximum rates, 
but it can prescribe minimum rates, 
and it can suspend changes in rates 
pending investigation. 

As a result of that situation, 
when the railroads came to meeting 
the competition of these other forms 
of transportation and propose re- 
duction in rates, the other carriers, 
such as the motor carriers or the 
water carriers, could come before 
the Commission and protest, and ask 
for a suspension and the fixing of 
minimum rates. They not only could 
do that, but they have done it fre- 
quently. Frequently we have had 
protests by water carriers and motor 
carriers against changes in railroad 
rates, or against existing railroad 


rates. Railroads had no such oppor- 
tunity in the case of other forms of 
transportation, and the latter were 
able to do what they saw fit, and 
were not prohibited from discrimina— 
ting between the shipper who had the 
largest amount of traffic to offer 
them and the shipper who had a small 
amount of traffic. The result of 
that was, of course, that the rail- 
roads protested vigorously and with 
a great deal of reason.: They said 
that either they ought to be regu- 
lated less and the shackles taken 
from their hands, so far as compe- 
tition was concerned, or the other 
forms of transportation ought to be 
nut under comparable regulations. 

One of my duties as Coordinator 
was to consider and recommend any 
changes in legislation of a more 
permanent character than the Emer- 
gency Act, which ought to be made 
for the improvement of transporta- 
tion conditions. After studying 
the transportation situation, I 
concluded that it would not be wise 
to relax railroad regulation to any 
great extent, but that the wise 
thing to do would be to bring the 
other forms of transportation under 
more or less comparable regulation. 

Motor carriers were not being 
regulated by the Federal Government, 
though they were by many of the 
States. 

Water carriers were regulated 
only in part. Some of their port— 
to-port rates are not subject to any 
regulation and such regulation as 


there is is divided between the Inter~ 


state Commerce Commission and the 
Shipping Board. Air carriers were 
subject to no Federal regulation ex- 
cept that of the Commerce Department 
with respect to safety. 

Of course, in any system of 
regulation, it should be conducted 


in accord with the peculiar trans-— 


portation conditions of the particu- 
lar agency which you are regulating. 
In other words, it would be a great 

















mistake, unfair and unwise, to re-™ 
gulate motor carriers as though 
they were railroads. They must be 
regulated with a knowledge of their 
own peculiar conditions’ and with a 
view to preserving for the public 
the numerous advantages of their 
particular form of transportation. 
Exactly the same thing is true of 
the regulation of water carriers. 

I came to the conclusion that if 
there were to be regulation of all 
important forms of transportation, 
it ought to be centered in one body, 
in order to prevent conflict of au- 
thority and confusion, and also 

that this body should be the Inter- 
state Commerce Commission. But I 
further concluded that the Commis-— 
sion ought to be reorganized into 
divisions for the purpose of special- 
izing on each form of transportation 
and at the same time securing a co- 
ordinated policy covering the entire 
system of regulation. 

My recommendation in the latter 
respect has not, as yet, prevailed. 
However, the Motor Carrier Act was 
passed last year providing for the 
regulation by the present Inter- 
state Commerce Commission of the 
motor carriers. An interesting 
thing about that to me, however, - 
perhaps the most interesting thing 
-~ is that the Act was favored by a 
very large percentage of the motor 
carriers themselves, because of the 
chaotic conditions developing with- 
in the field of motor carrier oper-— 
ation. Of course, the railraods 
wanted the regulation of the motor 
carriers, but that Act would never 
have been passed had it not been 
for the support which was finally 
given to it by a large percentage 
of the motor carriers who felt that 
regulation was necessary to stabi- 
lize the conditions in their own 
industry. 

The difficulties of motor car- 
rier regulation are very great in- 
deed. It is entirely different in 
many ways from the regulation of 
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the railroads. The railroads are: 
large and wéll-orgenized enterprises. 
Motor carriers are many of them very 
small operators. I think probably 
the larger number of them operate no 
more than a single truck, and oper-— 
ations of two or three trucks are 
very common. How many of them there 
are that are subject to the Act we 
do not know yet with any precision. 
Under the new Act, nearly 100,000 


applications for certificates or per- 


mits have been filed. However, it 
is probable that somé that have file: 
those applications are not subject 
to our jurisdiction, and on the othe: 
hand, it is exceedingly probable tha: 
a good many who should have filed 
have not filed any applications. 

We have the tariffs on file now, 
beginning April 1, and there are as 
many as 40,000 such tariffs filed by 
motor carriers. Very many of the 
tariffs, however, were filed by an 
agent representing a group of car-— 
riers, so that the number of tariffs 
does not indicate the number of © 
operations. 

Now, in order to regulate car- 
riers of that ‘ind you heve got, of 
course, to establish a system so tha’ 
you can maintain contact with them ~ 
locate them. It is a very difficult 
thing to locate a motor carrier, 
whereas it is easy to find a rail- 
road. Not only that, you have to 
adapt your regulations to their 
abilities. You can't expact the op- 
erator of a single truck to conform 
to any elaborate requirements. You 
have got to simplify them so that it 
is something he can do. Require- 
ments must meet the needs of the 
larger and well-organized companies, 
such as the Greybound Bus Company, 
but be capable of contraction to 
meet the abilities of the little 
operators. 

In our administration of that 
Act, we have been endeavoring to 
keep these difficulties in mind. We 
have established a Bureau for motor 
carriers separate and distinct from 
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all other departments of the Commis-. 
sion, so that the staff working on © 
that problem would not be a staff 
which had grown up in railroad work 
and was more accustomed to railroad | 
problems than to motor carrier pro-. 
blems. The men we have selected 
have been men with special knowledge 
and experience in motor carrier op- 
erations. We also have to set up a 
field organization extending all 
over the country, with sixteen dif- 
ferent districts, for the purpose of 
maintaining contact with these op- 
erators, not only policing them, but 
helping those who want to abide by 
the law, and we believe there will 
be a great majority of them who want 
to comply. In other words, checking 
them, helping them and training them, 
because many of them will need such 
help. 

The Commission is still in the 
throes of organization, so to speak, 
although the work is getting rapidly 
under way. Thereare many things to 
do - safety regulations, insurance 
regulations, traffic regulations, etc., 
and you can not force those too 
rapidly upon these companies, mak~ 
ing too great a burden at the out- 
set. There are also a number of 
legal questions which have arisen. 

In the case of the railroads, 
regulation began in 1897 and did not 
reach its climax until 1920. There 
use just as many legal questions in 
connection with railroad regulation, 


and perhaps more than in connection 
with motor carriers but they were 
dealt with gradually. Here the Com- 
mission is being called upon at one 
jump to undertake a full-fledged 
system of regulation of an industry 
that has sprung into being like a 
mushroom and in which the condi- 
tions are very chaotic indeed. 

I recommended an Act for the 
regulation of water carriers by the 
Interstate Commerce Commission and 
that is still pending in Congress 
and has not been acted upon. In 
addition to that, since I have been 
Codrdinator, I have had something 
to do with the passage of the amend- 
ed Railway Labor Act, providing for 
mediation in labor disputes and 
regulation of laber affairs with 
respect to company unions and 
questions of that kind, and also 
with the passage of an amended 
Railread Bankruptcy Act providing 
what we regard as a better system 
for the reorganization of bankrupt 
railroad companies. 
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TARIFF MAKING: IN THE UNITED STATES 


; By 
Robert L. 


O'Brien 


Chairman, Tariff Commission 


I feel very much today in com- 
ing into this beautiful auditorium 
like my friend, Mr. Louis Perry, 
who is principal of the Phillips 
Exeter Academy, - like his experi- 
ence when for the first day he be- 
came a professor at Williams College 
in his youth. He said he came in- 
to the classroom and told the stu- 
dents that the plan of procedure 
was for him to lecture for forty 
minutes and then the lecture over, 
the remaining twenty minutes would 


-be devoted to class discussion and 


to questions which members of the 
class might raise. At the end of 
forty minutes, when he had told 
everything that he knew on the sub- 
ject’ he had chosen, everything that 
he could think of, and was sorely 
put to it for anything more to tell 
to the class, he expected to hear 
the class begin to ask questions, 
but instead of that, they went for 
the door with such speed as to re- 
mind me of what your presiding 
officer just said about this class 
coming in slowly. feel they may 
go out more rapidly after I have 
finished speaking. At any rate, 
Professor Perry's class went out in 
tremendous and rapid fashion, and 
he was stumped, until he looked to- 
ward the door and found one young 
man looking around rather sheepish- 
ly as though he wanted to come in 
and didn't know whether to do so or 
not, and seemingly this one repent- 
ant sinner decided to come in. He 
stood first on one foot and then on 
the other and then he said to Pro- 
fessor Perry, "May I be allowed to 
ask a question?" "Yes", said the 
Professor, "that is what this period 
is for. I am glad to be of any 
possible help to you. Now what is 


the question you would like to ask?" 
Said the student, "it is this: Is 
there any possible way that I can 
get out of this class?" Which again 


‘was not a very encouraging reception 


to the new professor on his first 
day. . ; 
So I had the feeling as I ap- 
proached this thing today that per- 
haps at the end of my talk, that 
would be the question that I would 
raise in your minds. However, since 
you. have been courageous enough to 
come into this room on this warm day 
to hear an academic lecture like this, 
I want to do the best I can to try to 
tell you something of possible in- 
terest on this tariff question. Il 
want to give you a little history of 
the organization and the purpose of 
the Tariff Commission, of what it is 
all about. 

When I was of the age of you 
young people, and as the presiding 
officer has already told you, I was 
connected with the Government, I was 
a stenographer to Grover Cleveland - 
not his private secretary —- someone 
else had that job — but just as a 
stenographer. Mr. Thurber was the 
private secretary. 

In thoseold days, there was a 
great deal of discussion among re- 
formers and progressives of all sorts 
in favor of taking the tariff busi- 
ness out of Congress and lodging it 
with a Tariff Commission. The most 
common comparison that was made was 
with the Interstate Commerce Con- 
mission. They were not very much 
alike, but it served as a talking 
point to take the tariff business 
away from Congress. The advocates 
of the reform said that the Congress 
of the United States does not pre- 
scribe the railroad fare between 
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Baltimore and New York and that they 
left such things, that is, the super- 
vision of such things, to the Inter- 
state Commerce Commission. They 
said, "why not leave to a correspond- 
ing commission the adjustment of tar- 
iff rates?" 

Well, now, in my day that was 
the favorite dream of the reformers. 
I read recently Claude Bowers! "Life 
of Senator Beveridge", former senator 
from Indiana, and the number of let- 
ters and speeches and discussions 
that he had collected on the impor- 
tance of setting up a tariff com- 
mission was extremely impressive to 
me. Of course, the arguments for a 
tariff commission are very simple. 
Other nations of the world make their 
tariffs through executive orders, 
and not in great legislative bodies. 
The Constitution has of course given 
the business of making tariffs, at 
least the origination of it, to the 
House of Representatives. As a re- 
sult, our tariff building or making 
in the Congress of the United States 
has from time immemorial been stamped 
with a good deal of scandal. 

I think that that phrase, even 
if taken down by your expert stenog- 
raphers. here, may not get me into 
any great amount of trouble. 

Our congressional body is made 
up of senators from the different 
States and members of the House from 
districts, When a new tariff bill 
is under discussion, when the leaders 
decide they are going to have a com- 
prehensive review of the tariff, - 
the various senators and repre- 
sentatives are wired by their con- 
stituents, who ask what they are 
going to get out of it. They are 
governed by what the industies in 
their districts want, and it is not 
an uncommon thing for a body of re- 
presentatives as large as you are 
today, from districts with similar 
interests, let us say from the best 
sugar districts, to get togetner 
and say, "What tariffs do we want 
on beet sugar, and then they get 


together and go to the larger body 
and say, "Here's our schedule; this 
is what we want and what will be 
necessary", at least by implication, 
“to get our votes for the tariff 
bails." 

Then somebody else who has a 
friend in Congress says, "Here's 
the schedule we want on watches", 
and then the question is for the 
various districts in the United 
States where watches are made, and 
there are a great many scattered 
throughout the country, to get to- 
gether and say, "we want this watch 
schedule to go through, or we will 
not support the bill.!! 

It has taken approximately a 
year to make any of our tariff bills 
and I heard a former Republican 
cabinet officer who was in the cabi- 
nets of both Taft and Hoover say that 
he had seen two administrations, 
those of Taft and Hoover, wrecked 
by the tariff bills passed in their 
administration. In other words, the 
congressional method of tariff mak- 
ing has its very serious obstacles 
along the lines ~ I have set forth. 

Ever since President Wilson's 
day, with constant changing and ad- 
justing, there has been a movement 
for doing this thing by means of a 
tariff commission. I am not an wun- 
mixed enthusiast on the tariff com- 
mission plan. Don't think I came 
here to try to sell you my wares or 
merely to explain to you the very 
great importance of the commission 
of which I am a memoer. The idea, 
roughiy, is to take away from con=— 
gressional log rolling the task of 
tariff making and have tariff making 
done by a jucicial, scientific, im- 
partial body. It sovnds extremely 
good. {ft sounds as though it ought 
to be the right way to make a tare 
iff. But there are serious objec- 
tions. 

How are we going to adjust the 
tariff between two countries? What 
shall the standard be? I don't pro- 
pose to go back to the history of the 























world to tell you this, but I will 
go back only a little way, namely, 
to the Tariff Act of 1930, the 
Hawley~Smoot Tariff Act. This tar- 
iff Act, under which we are operat- 
ing now, carried in its section 336 
the basic theory of the present 
tariff commission, until the enact- 
ment of the law with which Secre- 
tary Hull is identified, about which 
I will talk a little later. . 

‘When I came down here in 1931, 
I didn't know much of anything a- 
Dou the “tariff,-a state of mind in 
which I find myself often; President 
Hoover was a great believer in the 
cost-of—production theory of tariff 
making, that is, to have a scienti- 
fic body ascertain the difference 
in the cost of production of an 
article here and in the chief com- 
peting country. That is the exist- 
ing law. That is the section 336 
of the Hawley-Smoot Act. I am go- 
ing to tell you what has happened. 
since, because it is worth while to. 
remember that now, When I came 
down here, that was the chief job 
of the Tariff Commission, theoreti-~ 
cally at least, to find out what 
was the difference in the cost of 
production of a commodity here and 
in the chief competing country and 
make the tariff cover that differ- 
ence, to take it up and down as you 
raise or lower a window according 
to the way you want the air to come 
ine That got it the name of the 
flexible tariff. That sounds very 
good, and I think if you get into 
an enthusiastic group in most any 
of the clubs of the comtry today 
and ask them "Don't you want to 
have a tariff commission; shouldn't 
the tariff be such a figure that it 
would represent the difference in 
cost of. production between, the 
United States and that of the chief 
competing country?", they would 
answer in the affirmative, because 
it sounds well, because it "listens" 
well. At 
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..Well, now, I will tell you how 

I would answer the question. That 
is not what you want a tariff to be. 
Tariff is a matter of public policy, 
and if our people would tell you the 
exact difference in cost of produc- 
tion here and abroad, no one not 
omniscient could tell you that and 
that would not be the right basis moh 
a tariff, because tariffs are matters 
of public policy and are dependent 
on what you want to do about theme 
Let me give you some illustrations. 

Just after the repeal of pro- 
hibition, when the brewing of beer 
became legalized, there was effort 
being made to pass a tariff on beer 
which would be based on the differ- 
ence between the cost of brewing it 
in Munich, Germany, and in Milwaukee. 
That wovld not have been enough to 
bring the brewing business back into 
this country, and everyone knows 
that it would have been a matter of 
public policy, what with our growing 
abundance of beer producing grains, 
to brew our own beer hore. But if 
vou had a tariff which was only the 
differonce in cost of production be- 
tween Milwaukee and Munich, our busi- 
ness in order to start up, with the 
beer business already going strong 
in Munich, - the difference in cost 
of production would not be so very 
great and would not be very sensa- 
tional, and most of the beer drinkers 
would say, "Munich beer so much ~ 
Milwaukee beer so much, I guess I'd 
just as soon have the Munich, for a 
trifle difference in cost," and we 
would not have set our beer brewing. 
industry back in business. eH Are 

On the other hond, there is an- 
other commodity which experience has 
taueht me I cannot mention the name 
of because the people who produce it 
are very sensitive about it. ‘The 
man who is at the head of the in-. 
térests behind this product/ Sn in- 
creased tariff on it, and he wrote 
a friend in Congress complaining 
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about my lack of judicial quality 
in my using his article as an ex- 
ample. 

I will merely tell you it is 
an agricultural commodity that will 
grow in this country, is grown in 
one of the largest States in this 
country, and also grows in a foreign 
country. It is a great ingredient 
in medicines. It has a great value 
to a certsin group of troublesome 
diseases. It is a great element or 
factor in a medicinal preparation, 
and a great ingredient also in cig- 
arettes. This is a sort of crosse 
word puzzle, and you may guess what 
the article is. It ought not to be 
very hard to guess what it is, and 
at least I can tell my Californian 
friend, if he complains, that I did 
not mention the name of his article. 
I can tell him that I was like the 
boy that sold the man a horse, and 
the man came back to him and said 
that the horse had spavins on three 
legs. The boy said, "Well, I knew 
that, but I was always of the opin- 
ion that that sort of thing should 
be kept a secret." So I am keep- 
ing the name of this article a | 
secret. If we had a tariff on 
that article which was enough to 
adjust the difference between the 
cost of production here and that at 
which it could be produced outside 
of this country, the tariff would 
be so much outside any cost of pro- 
duction as to work a very great 
hardship on the persons suffering 
with the discase for which it has 
become an increasingly character- 
istic remedy and work a consider- 
able hardship upon that great and 
apparently increasing body of Ameri- 
cans who use cigarettes, a curious 
combination, to be sure. 

I will have to tell you the 
name of this article — it is 
menthol. You have all heard of 
mentholated cigarettes, and you 
have heard of hay fever. We can- 
not have a duty on menthol as high 
as the difference in cost of pro-~ 
duction here and abroad without 


working a very great hardship to 
these two great groups in this 
country. Therefore we simply do 
not do it. : 

So when I started in to say 
that that program that seemsvery 
simple, to make the tariff equal 
to the difference: in cost of pro- 
duction here and abroad — it sounds 
beautiful, but it is not really what 
you want. 

There are other serious obsta- 
cles to getting what they call a 
flexible tariff, because it is not 
changing all the time. What is a 
flexible tariff if it remains per- 
manent all the time? 

Take our friend wheat. The 
tariff on wheat was 30 cents a 
bushel when the Tariff Commission 
took hold of it and took the duty 
up to 42 cents. That was supposed 
to be the difference in cost of pro- 
duction between the United States 
and Canada. That change was made 
in the summer of 1924, the presi- 
dential election year 1924. You 
know Judge Shute says in his - 
biography of a bad boy that there 
is something very queer that so many 
more boys are licked in school on 
Monday than on any other day of the 
week. It is also queer how much 
more active the Tariff Commission 
has been in years that are divisible 
by four than in other years. 

At any rate, in 1924, it ap- 
peared to my wise and good prede— 
cessors that 30 cents a bushel did 
not measure the difference in cost 
of production between American and 
Canadian wheat, with the result that 
the tariff must be changed to 42 ¢. 
That is what it is now. It has 
remained undisturbed for 12 years. 
The fact that the tariff has remain- 
ed undisturbed for 12 years militates 
against the theory that it is ex- 
tremely flexible. Do you know any- 
thing else that has remained just 
exactly the same for le years? If 
you have been paying exactly‘ the 
same price for any commodity for 12 
years, you don't call that very 
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flexible, do you? Of course, dur- 
ing that time, wheat was sold at 
allkinds of prices. I believe in 
the extreme depression, there was a 
time when wheat sold for 25¢ a 
bushel, in which case if Canada 
wanted to bring wheat into this 
country, she would not only have 
had to present this wheat to us, 
but would have had to say, "Here's 
17¢ a bushel to help pay the tariff 
on it." OF . 

Now there's a great deal of 
difficulty in finding out what the 
difference in cost of production is 
between one country and another. 

It is changing all the time. It 
may change every six months, every 
three months, every three days. 

The "chief competing country", which 
is the phrasing of the statute, 
keeps changing all the time. 

I have some people coming in 
to see me in a few days who want to 
prevent the importation of articles 
from Country 4, let us say. Under 
our statute, Country B ieuthewohiier 
competing country. Those who do 
not want to see articles come in 
from Country 4 want to have it writ- 
ten into the statute prohibiting 
the importation from Country A. 

But if we are to consider the "chief 
competing country", we must regard 
it as Country B, because Country B 
is the chief competing country. 

The difficulty in finding the 
cost of production is enormously 
serious. In the Harvard School of 
Business, they have a saying that 
"accounting is a tool of manage- 
ment." If you run a hotel or a 
haberdashery or anything else, 
your system of accounting is more 
or less a tool of management. On 
the theory that we are to go out 
and find the cost of producing 
these articles here and the cost 
abroad, that might in 4 way seem 
simple, but there are so many dif- 
ferent trade-practices. 

Take maple sugar. A friend 
of mine who owns a large $60,000 
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farm in northern Vermont told me that 
maple sugar can be made a paying crop 
only upon this theory; you must start 
in with the theory that your horses 
and oxen have nothing else to do at 
that period of the year, and there- 
fore it doesn't cost you anything to 
have them pull around maple sap, and 
second, that your hired men then 
have nothing to do and they will not 
cost you anything, and that the 
winter winds have blow down a great 
many limbs from the trees and there- 
fore your wood didn't cost you any- 
thing, and that if your woods needed 
thinning out, it does not cost you 
anything to boil the maple sugare 

If you start out with the theory 
that yourfarmers and your helpers 
and your fuel cost you nothing, you 
can make a successful maple sugar 
business, but otherwise you cannot. 

But when our Government experts 
go out there to find out the cost of 
producing maple sugar, do they think 
so? They do not. They would ask 
the farmers "How many hours did your 
hired men work", and "How much do 
these horses cost you?", and how 
much wood is worth a cord, and you 
would get a picture of the cost of 
producing maple sugar which would 
be altogether different from the 
practical cost that the man who is 
producing it has in mind. : 

One saving grace is that Canada 
is our chief competing cowtry. 

The probabilities are that the maple 
suger people are working on that 
basis up there. ° hangs Geil am? 

You take caseine. I didnt 
know what caseine was. I had nover 
heard of it. I think the derivation 
of the word suggests something to do 
with cheese. I hope I know just 
enough about it to talk to you on 
it, but perhaps I am not exaggerat-— 
ing your intelligence when I say 
that. 

What is caseine? There are 99 
aifferent business motives for keep- 
ing cows, and’ for being in the dairy 
business. You may keep cows to 
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raise them for milk, or to raise 
them for beef, or butter or cheese 
or the uncatalogued variety of 
things. There are groups in the 
dairy business who sell milk and 
who raise beef and various things. 
Take, for instance, skim milk. Now 
there are 19 different uses for skim 
milk. You can give it to young 
chickens, to young pigs, to young 
cattle, or you can throw it into 
the sewers; you can sell it to the 
bake shops, as they do in Boston, 
or you can do 40 different things 
with skim milk, and one of those 40 
things is to make caseine out of 
it. 

Suppose you are sent to Min- 
nesota with a group of Government 
experts and some Remington-Rand ad- 
ding machines and comptometers for 
the purpose of finding out what it 
costs to produce caseine there, and 
suppose the good farmer tells you 
this story: That he ordinarily 
feeds his skim milk to his young 
cattle, but that Saturday afternoon 
his boy Bill was going down to the 
village 10 miles away with a Ford 
and that, as the skim milk was ac- 
cumulating a little too much, he 
said to the boy, "As long as you're 
going down that way, maybe you 
could take with you a barrel of 
skim milk and sell it to the case- 
ine factory." How much did it cost 
that farmer to produce that caseine 
under those circumstances} 

You can well see that you can 
start in a way back with the first 
cow that Adam named. It becomes 
more difficult when you send a dela- 
gation to the Argentine Republic, 
with translators, to find out what 
casine production costs there, be- 
cause that is one of our chief, in 
fact our principal, competing 
country. 

So I become somewhat skeptical 
of the cost-of-praduction thoory. 
_i don't think that is exactly what 
you want. I think tariffs are mat- 
ters of public policy. If I were to 


revise the law, I should have the 
Tariff Commission make a general eco- 
nonic study and go into all sorts of 
facts and figures and make recom— 
mendations based upon what might be — 
called a general economic survey, on 
which a great deal of information 
could be obtained. 

Of course, there are several 
statistical factors that lend them- 
selves to this kind of study very 
readily. One is the price. What are 
they selling caseine at in Minneapo- 
lis, and what are they selling it 
for at Buenos Aires? That is pro-~ 
bably collected every day in the 
year and given to the commercial 
papers. The bid price is an extreme— 
ly important factor regardiess of 
what it costs anybody to produce. 

The same is true of the situation in 
Chicago. 

If I was asked to see what the 
duty should be on maple syrup, I 
would ask "What are they selling it 
at, or quoting it at in Minneapolis, 
under competitive conditions, or in 
St. Johnsbury, Vermont." Those two 
prices would throw a great deal of 
light on the subject. Another 
factor that would throw a great deal 
of light is the movement of traffic. 
If there is a lot of maple sugar con- 
ing in from one country to another, 
is it an increasing amount or a les- 
sening amount. 

They are of course by-products 
of a cost~of—production investigation. 
The next stage of the history of this 
case, we see operated in 1931, and 
on the cost of production theory. 

There are several natural anoma- 
lies in the case. One is - is this 
scientific in the customers! way.of 
saying scientific terms. If so, why 
does the President have the power to 
handle it? If you had a scientific 
Weather Bureau and they told you it 
was eighty-—two degrees in Washington 
and sixty-two in Buenos Aires today, 
those facts would stand because it 
would not be incumbent upon the 
President or any other officer to 
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reject those figures. The very fact 
that the law gives the President the 
final say, I don't object to; but it 
does militate against trade that there 
is such a thing as a scientific ar- 
rangement of tariff rates. 

Now we come to the Hull Program. 
In this Administration, two years ago 
this summer, under the leadership of 
Secretary of State Hull, there was 
put through a bill giving the Presi- 
dent, the executive officers, the 
Secretary of State, headed by the 
Tariff Commissioners, and others, 
power to make treaties with other 
countries for a lessening of duties 
upon both sides. One great argument 
for that which is very objective is 
this: If we were to reduce the 
tariff on casein, let us say, with 
the Argentine Republic before the 
Hull Program, we would be getting 
nothing for it. We would be doing 
it because we wanted to help the con- 
sumers a little. Under the new 
tariff program, if we make any re- 
duction in maple sugar or anything 
else, we actualiy in practice get 
some benefit in the form of a trade 
opening from the other fellow. 

That is wherein I like it very 
much better, and I am a Republican. 
Since this is a non-partisan gather- 
ing, I want to make my position clear. 
I am one of the Republican members of 
the bi-partisan tariff commission, 
and at the same time it seems to me 
that the Hull Program, the Hull Plan, 
of trade with other nations is very 
much better than the Section 356, 
which preceded it, grewing out of the 
cost of production. 

Now there are several things 
that are very much in the public 
mind in the way of criticism of the 
Hull Plan. Of course, you under- 
stand the reciprocity idea is a very 
old one, the idea of making a trade 
with other nations. I remember, and 
the grandfathers of the young ladies 
here would remember, that in the 
McKinley Administration an Iowan was 
sent over to Burope to negotiate some 
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reciprocity treaties. The President 
had a right to do this under the 
tariff bill then prevailing. He ne- 
gatiated fourteen treaties and 
brought them back here. The Presi- 
dent submitted thirteen to the Senate. 
They were rejected. He did not sub- 
mit the fourteenth. Having seen 
thirteen rejected, he did not go any 
farther with the fourteenth. 

That was in the days of the two- 
thirds requirement. They were subs 
mitted for the two-thirds requirement, 
and you could not get a two-third 
majority in the Senate for any sort 
of let-down in the tariff. The 
people affected by the legislation 
wrote to the other fellows and said, 
NHold on, let us all stand together." 
The result was that thirteen of those 
treaties were rejected, and nothing 
could be done. Nothing worthy can 
be done in reciprocity through the 
two-thirds majority in the Senate. 

Experience points in the other 
direction. The law as it now stands 
gives the President, acting through 
the Secretary of State and the vari- 
ous bureaus that make the trade with 
the other country, the power to sign 
with the other country an agreement 
operative for a period of three years. 

Now there are phases of that 
that are under a great deal of criti- 
cism that I should like to speak of. 
Meny people criticize the most favored 
nation clause. This is a very com- 
mon observation: "I believe in the 
things that the Hull people are do- 
ing, but I don't like the most-favored 
nation clause. I don't think we 
ought to give the thing to a third 
country.'' We make a trade with 
Ganada, let us soy, and all the ex- 
tensions or lower taxes that we give 
Canada apply to every other country 
that we do business with. And people 
say we are being bribed, and we ought 
not to give them to the other fellow. 

But the other fellow gives the 
most favored nation treatment to us, 
and unless he gives us the same. 
treatment, we do not give it to him. 
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It is just as long as it is broad. 
We might make a trade with Canada, 
and three months after our trade 
was over, Canada might make a trade 
with someone else lowering the tar-— 
iff. The subsequent trade has low- 
ered the Canadian tariff, and we 
now enjoy that advantage. We get 
something more than we have. I 
think the most-favored-nation plan 
is a non-partisan affair. 

The man who did the most to 
make it American policy was Charles 
Evans Hughes, Republican Secretary 
of State in the Harding Administra-~ 
tion, and now in the Supreme Court. 
He was a great believer that it was 
American policy to have the most~ 
favored—-nation treatment for every- 
body. We are a single-column tar- 
iff country. We have a schedule of 
tariffs that apply theoretically 
practically to everybody. We start- 
ed out with that. Various other 
countries have two or three differ- 
ent columns. 

Canada has had three different 
columns - one for the British Em- 
pire, one for special treaty people, 
and one for the outside world. It 
is very much to the advantage of a 
single column tariff country treat-— 
ing everybody alike, for the other 
country treats it as well as it 
does anybody. 

Treating everybody alike - I 
always remember pertaining to that 
what a woman missionary in a prov— 
ince of India told me once on board 
ship. I said to her, "When one of 
your heretics becomes a Christian 
just what does he do differently — 
what are the practical relations of 
his life that are different?" She 
said, "I'll tell you. We had a 
little shopkeeper, a little fellow 
that kept a store, wha was con- 
verted to Christianity at our mis- 
Sion. Before his conversion he 
used. to sell his goods for the most 
that he could get for them. The 
Minute that he became converted he 
went under the one-price system, 
treating everybody alike." 


I said, "I'm glad that Christi- 
anity has such a favorable effect." 

I think that that applies to 
nations. We get along better with 
the world in treating everybody alike, 
as long as they will treat us in the 
same way, as well as they treat any- 
body else. There are certain prac- 
tical objections to doing anything 
else. 

We have most-favored-nations 
treaties existing today for which the 
Administration is not responsible. 
In large part at least with thirty- 
three countries, many of them could 
not be withdrawn in less than a year, 
probably more than that. In other 
words, if we wanted to go over to the 
individual bartering treaty, we 
would have to ease out at least 
thirty-three nations that we have al-~ 
ready signed in the bond to do that. 
The foreign entanglements and fric-— 
tion that would run in on us would 
be very great. 

Then there is another idea that 
you hear people constantly advocat-— 
ing that I want to say a word about. 
There are a few countries in the 
world from which we buy more than we 
sell. The greatest example is Brazil 
- the reason for it is coffee. We 
are tremendous consumers of coffee. 
In consequence of that we buy a 
great deal more every year than we 
sell Brazil. People blow into the 
picture, those who say that we ought 
to have a treaty with Brazil that 
she must buy of us as much as we buy 
of her. The other countries must 
buy just as much of us as we buy of 
them. In Brazil, there would be so 
many more dollars that Brazil could 
buy of us in goods. There is a yes 
and no to that. 

The trouble with that idea is 
so many people want to practice it. 
In nine cases out of ten it works 
directly against us. What is hold— 
ing up our Spanish negotiations is 
the belief that we sell Spain a 
great deal more than we buy of Spain. 
Spain wants us to do just what people 
think we ought to do with Brazil. 





























In other words, that idea has a great 
deal of currency throughout the world, 
and it is not to our interest to en- 
courage that idea. For if we should 
do so with Brazil, the other fellow 
would turn right around and say, "Yes, 
you make Brazil buy as much of you. 
Why not turn around and do the same 
with us?" 

In the case of Great Britain 
that would be particularly perilous. 
I don't think we ought to proceed on 
that way. The relation of all these 
things to the peace problem, to the 
problem of getting along well with 
the children of men, is exceedingly 
important. If you ever see a person 
who is in a state of anger and indig- 
nation against some other country's 
commodities coming in, that same per- 
son is just getting ready to declare 
war on that country. 

The Governor of Massachusetts, 
who has just announced his candidacy 
for the Senate, made a speech the 
other night in the New York Town 
Hall. He was talking chiefly about 
Japan, the affair of imports from 
Japan. They asked him what about 
selling in our country to Japan, who 
is our largest consumer of cotton. 
Japan buys more cotton than any 
other country in the world.. They 
asked Governor Curley what he would 
do with that market, and he said he 
favored taking the two million bales 
of cotton and dumping then in the 
ocean, of course at Government ex- 
pense. That is the basis of all re- 
form enterprise, of dumping it in 
the ocean rather than have the goods 
that it would buy brought into the 
country from Japan. That is easy 
to be said - it has the benefit of 
simplicity. 

Personally, I do not believe in 
it. I believe in more liberal trade 
relations. I rejoice in the great 
.message...> to mankind of Adam Smith, 
and its influence upon the American 
people and our universities. I have 
always had a great deal of sympathy 
with Henry George. When he spoke in ~ 
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Boston fivty years +0, sore s0dy 
shouted out from the audience, "Do 
you believe in Adam?" He replied, 
tyes, in Adam Smith." Now I have a 
ereat deal of sympathy with that con- 
clusion. 4 

He wrote volumes: of books. The 
one that we refer .to particularly 
was written in 1776, the year of our 
Declaration of Independence. Per- 
haps nobody can name the other books. 
One of the books, known as the Wealth 
of Nations, pointed to a new theory in 
the world. The world had been oppres- 
sed with the mercantile theory, and 
he presented the view that the fel- 
low who sold you something was not 
your enemy, that you might make a 
better trade from having exchanged 
something with him. There was an 
advantage on both sides. He report- 
ed those theories in this book, The 
Wealth of Nations, in 1776. 

It was brought to the United 
States in 1783, the year of the end 
of the Revolutionary War. It in- 
fluenced the minds of the men who 
drew up our Federal Constitution. 

The people there in the old colonies 
were not great traders with one an- 
other. At that time New Jersey re- 
fused to light a lighthouse because 
+4 would be a benefit for New York 
commerce rather than its own. There 
were state barriers. These men who 
made the Federal Constitution, 
greatly influenced by the great 
message <«; to mankind of Adam Smith, 
wrote into it that trade should be 
free and wminterrupted from one end 
of this country to the others . 

And it has grown until today we © 
have a trade area greater than the 
whole world of Adam Smith. We have 
in our own country most of the pro- 
blems that the world has. Take my — 
om state of Massachusetts. A 
hundred years ago we were the eighth 
in population ‘and now we are the 
ninth. We are still on the map, and 
yet during that time we have seen in- 
dustry after industry leave us. Iron 
works were very familiar; no one now 
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sees iron works. We see our boot 
and shoe industry scattered and yet 
we are still going on due to the 
diversity of trade. | 

Think what this diversity has 
meant to our great mass production. 
We used to make buggies in Massachu- 
setts. We had a buggy plant trans- 
ferred into an automobile factory 
in Concord, New Hampshire, making 
coaches, but I am glad that our 
set-up was such that it was possible 
that in the little state of New 
Hampshire, four hundred 
people could make automobiles for 
somebody else. I am glad for the 
great diversity of mass production, 
the mass selling, throughout the 
continent, which the great theories 
of Adam Smith made possible. 

And that is what I believe is 
fundamental in this whole thing, 
and we want to look at these things 
in as large and generous and broad 
a sense as possible. I want to 
tell you people a story —- I believe 
it is the privilege of an aged man 
to draw from the stories of old 
AZE» 

They are getting up a three 
hundredth anniversary of the found- 
ing of Harvard College next fall to 
celebrate. I was alive when they 
had the two hundred and fiftieth 
anniversary, and I always remember 
the torchlight procession in those 
days. The different classes were 
telling the things that they had to 
boast of. The freshman had just 
gotten there; they had just unpack- 
ed their trunks. The result was 
that they carried in the procession 
the greatest thing that was said on 
that occasion. The freshmen headed 
up the long line with these words: 
This college has been waiting two 
hundred and fifty years for us. 

Well, that was about the time 
I graduated. Shortly afterward, I 
remember we had breakfast the day 
that we graduated at the home of 
the President of the college. He 
was a famous man in his day. We 


went to his house that morning for 
what they called the breakfast. 
Food was not his long shot. I was 
disappointed in it at the time. I 
hope my estimate of the value of 
appetizing food has not risen’, but 
at any rate I did not think much of 
his food. But I thought that what 
he told us was of the bread of 
eternal life. 

He said that we would find our- 
selves in different religious groups, 
in different professional groups, in 
different locations, that various 
means of scattering would go on from 
that time, but the one thing that we 
need remember above any other was 
that we could in whatever group we 
belonged, belong to the liberal and 
progressive element. 

That, in my handling of the 
tariff question, I have tried in my 
extremely humble way to keep in mind, 
and I pass it on to you. 


DISCUSSION 


Question ~ Would you caze to 
mention the effect which the devalu- 
ation of the American dollar or the 
depreciation of foreign currencies 
has had upon the tariff making 
function? 

Answer — JI think that is great— 
ly exaggerated. I don't think that 
the change of your yardstick of 
measurement has very much in the long 
run to do with it. 

I go back to what the Minister 
of the Netherlands said when someone 
said to him that could not they be 
very much more prosperous if they 
devaluated their currency. And he 
said that such advantages as follow- 
ed from that were either temporary 
or illusory. Those that were not 
illusory were temporary, and those. 
which were not temporary were 
illusory. 

I think that is a pretty correct 
statement of the story. When I was 

















first in France in 1903, the franc 

was worth nineteen cents. The last 
time I was there, which was five years 
ago, it was worth four cents. It goes 
without saying that I could not get 
for two francs the same meal five years 
ago that I could for two francs in 
1903. In other words, business had 
adjusted itself to its changing yard— 
stick. i 

Gold used to be worth twenty 
dollars an ounce. It is now worth 
thirty-five dollars an ounce. We 
have come to a fifty-—nine cent dol- 
lar. I think the world adjusts it- 
self to those things sooner or later. 

Take the case of cotton. Cote 
ton was six cents a pound under the 
old dollar, and it is now worth ele- 
ven cents a pound. We can see that 
it has pretty well adjusted itself. 
About the same amount of wool on the 
scales will buy a bale of cotton to- 
day that it would in 1932. 

The dollar, the franc, the unit, 
is in constant adjustment. I don't 
myself think that these currency de- 
valuations are ‘a great factor in 
international trade. I think it is 
very much exaggerated. 

‘Question ~ Do you think that 
we are moving forward toward a more 
liberal philosophy and free trade, 
such as practiced after the time of 
Adam Smith and up to the middle of 
the last century, or do you think 
we are going on dealing with these 
various trade barriers? What will 


be the future movement? 


Answer ~ My dear sir, the 
Weather Bureau is in the Agricul- 
tural Department, and they do the 
most successful business in pre- 
dicting of anybody that I know. 

I don't know what is going to hap- 
pen in the world. 

There has been every since the 
World War a tremendous rush toward 
economic nationalism. One of the 
greatest things of all was the drop- 
ping of England away from its historic 
low tariff policy. What is going to 
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happen — the outcome - I don't know. 

There is a’man up.our way who 
wrote a lot of books on the tariff. 
He was a cousin of James G. Blaine. 
He was a very scholarly man, and in 
the last years of his life he took 
the view that we ought to be a low 
tariff country, that all the tenden- 
cies with us were running toward a 
low tariff, that we would have our 
largest advantage in the world as 
a low tariff country. I have not 
seen his views shared by a great 
many people. 

The tariff is so largely a 
question of what the individuals 
wants to do for himself. I read an 
interesting editorial in the New 
York Herald Tribune, a Republican 
paper, solely in praise of the low- 
ering of the tariff through the 
French compact. Said this article - 
it would bring in French wines, 
that we needed better and cheaper 
wines, and they were strongly in 
favor of it. It seemed to be a 
reasonable inference that the man 
who wrote that editorial likedto sip 
good wine with his dinner and did 
not have an extensive grape orchard 
in his apartment. 

In other words, people are out 
for the thing, the way the quality 
strikes them. I am sorry to have 
to confess my belief that there is a 
great deal of selfishness in the 
world. I think we people here are 
the only ones absolutely free from 
its : 

Question = I was very much 
impressed by your discussion of 
public policy, as being the basis 
for a tariff, particularly in view 
of the fact that something more 
than a third of all the senators 
were impelled by various reasons © 
to object to lowering the tariffs. 
I am wondering just what the cur- 
rout theory on the tariff ist 

Answer - I think it is one 
of public uational policy. What 
do we want tc “to about it is the 
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great question. There are some 
things here in some industries that 
we want ‘to keep in this country as 
a national policy, as a matter of 
national pride, and things of that 
“sort. You take Los Angeles County, 
California. Somebody tells me that 
if they raise oranges in the. United 
States at a certain cost, in the 
next province in Mexico they could 
do so without the smudge pots and 
with lower priced labor. I-say, 
"Never mind, we like the looks of 
these orange trees. We would like 
to raise them here." We will have 
to have a reasonable tariff here 
and get the orange industry here as 
‘we wanted to keep the beer indus- 
trys I think that anything that 
could be done within reason without 
too great a maladjustment of prices 
should be done here. 

Question ~. I don't see the 
reason, though, for sticking us 
poor consumers for prices. to cover 
items which could be much more sat- 
isfactorily and much: more cheaply 
produced elsewhere. 

Answer - That's an old free- 
trade argument, the argument of the 
consumer. I am glad you mentioned 
the consumer, because I so seldom 
hear from him. There is something 
to be said for that - that the con- 
sumer should be considered. But 
now these diatribes against Japan- 
ese goods that you hear on every 
hand = you can get.up an indigna- 
tion meeting in pretty nearly every 
town in the United States against 
something that is coming in from 
Japan, yet each thing is usually a 
great bargain to the ordinary con- 
sumer. You get great bargains in 
‘toys and all kinds of small artic- 
les from the Japanese. 

. There is a certain amount of 
wholesome nationalism which should 
be upheld, too. We cannot throw 
everything down and leave no bar- 
riers as we do between the States 
in the American Union because we 
have so many obligations in which 
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the different states participate. 
But we can be reasonable, and I think 
that is about all that could be hoped 
for. What do you think? 
Question —- I should think an 
economic survey might be made of the 
things that we can produce economi- 
cally and make sufficient allowances 
for such things as are actually with- 
in the purview of national defense, 
and possibly set up a tariff on some 
of these things that come within the 
purview of national defense, or mere- 
ly substitute. I think, particular- 


“ly, this would relate to optical 


glasses, a very important item in war 


time. We have had a tariff for some 


years on optical glass. .Mr. Eastman 
made millions of dollars, and you 
Still get the best lenses from 
Germany. . 
Answer —- There is something in 
your argument with which I am not in 
favor. The American people =~ no 
people in the world are ready to go 


entirely to the free trade program. 


Of course, Great Britain by means of 
it in recent years has had some suc-— 
cess with it. But even Great Britain 
is giving a bounty on beet sugar, and 
all that. It is unlikely that any 
nation . will go to an entirely free 
trade basis. The thing we want to 
keep from doing, if possible, is go- 
ing to an entirely nationalistic 
basis. You take a lot of people in 
this country who are advocating com-— 
plete national isolation by America 
keeping everything at home in America. 
If we can stop that or at least hold 
that tendency in check by handling 

it reasonably, I think that is about 
all’ we ought to do. 

The tariff question is so ex- 
trenely complex, at least it seems 
that way to the average person — we 
believe in having an industry pro- 
tected sufficiently to build up that 
industry in the country. Well and 
good, if all the facts are known, but 
so many times the tariff is so cover- 
ed up with details that nobody knows 
exactly who gets the benefit of it. 


























Question ~ Do you think we are 
approaching a more understandable view-~ 
point of it where the people can get 
the benefit of the tariff and the 
general principle of it rather than 
special groups, and that the people 
understand better what is going on? 

Answer - I don't know. It is 
true, as you state, that the tariffs 
are very much complicated. The one 
person's costs are very much increased. 
There may be a man getting what you 
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would regard as an exorbitant 
tariff, but when you consider what 
he has to pay on the ingredients of 
his commodity, he may not be get- 
ting an excessive one. In other 
words, it's all one thing building 
into another so that it is a little 
hard to know what these things are, 
how they turn out. It is a question 
of very great complexity, and I 
admire your courage in this body, 

on a hot day, in giving consideration 
to it, and particularly in going in- 
to conference on it. I had supposed 
that when I was through everybody 
would be dead. 
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His answer was, 


SOCLAL SECURITY 
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Dr. Ernest S. Griffith, 
Dean, Graduate School, American University, 
-Washington, D. C. 


The American University is a 


joint sponsor for this series of 


lectures, and consequently, I am 
particularly gratified at being 


‘able to meet with you. 


The background of social securi- 
ty stretches a long way. There was 
a time when misfortune was supposed 
to connote sin of some sort or other; 
but as our industrial order became 
increasingly intricate, more and 
more it was borne home upon us that 
misfortune was essentially irrational; 
that there was relatively little 
connection between a man's effort and 
what happened to him in the way of 
unemployment and illness, and need in 
his old age. Perhaps old. age, which 
brought poverty, might have been the 
result of good living, whereas he 
might have died at middle age if he 
had sinned. sufficiently frequently! 

In the second place, apart from 
this irrationality, of misfortune, I 
think it has been borne home on us 
in the last.four or five years that. 
thrift, which was for years the 
Pair cen substitute for the social 
insurance systems of Huropean na- 
tions, was probably impracticable 
as a solution. You probably remen- . 
ber that cartoon that won the prize 
in 1943 - of the man sitting on the 
park bench in rags, unemployed, his. 
head in his hand, and by him a 
little squirrel who said to the man, 
"Why didn't you save for a rainy day?" 
UT did" ..and.in back 
of him were the closed doors of a 
bank. That may have been an ex- 
treme statement, yet much more to 
the point than the more occasional 
failure of investment in savings is 
the fact which has been borne home 
upon us that in this nation, 
allegedly with the highest standard 


of living in the world, probably 
the majority of the families are 
actually earning incomes which are 
lower than those which are supposed 
to be necessary to maintain a decent 
standard of living. In other words, 
the saving wage was always largely 
fictitious for the masses; and when 
we add the uncertainty of invest- 
ments, the great fluctuations in the 
prices of agricultural products, 
which, instead of rewarding thrift, 
frequently penalized it in the sense 
of bringing less income for more 
work; the uncertain distribution of 
illness and old age, we suddenly 
realized that this which we had 
called a saving wage, this responsi- 
bility for misfortune which we had 
insisted was an individual responsi- 
bility, really ruled only in a period 
in which there was for practical pur- 
poses a frontier, a place to which 
men could go if they were out of work, 
Then we recognized that. there 
is a third factor in the background 
of the social. security legislation,- 
that these misfortunes, though they 
are individually irrational, are to 
avery considerable extent the prod- 
uct, .of the kind of economic order 
which as a society we are pleased to 
retain, and that if the economic © 
order. itself failed to provide a 
saving wage and a certainty of em- 
ployment, then those who thrived by 
the economic order in the period in 
which they did thrive should be pre- 
pared through a method of instrrance 
or otherwise to safeguard .those. who 
are unfortunate, - not asa i jalieht x 
but asa right. 
Finally, and this alee is.a 
product of the depression, we have 
adopted for better or worse the 
point of view that the financial 
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responsibility for distress can no 


longer, should no longer, be borne ss aes 


local units. There are two reasons 
that primarily have brought us to 


that conclusion. True,. we drifted in- 


to it during the depressith.” We. 


drifted into it because the States .. 


and the counties and the towns could 
not financially face the burden in- 
volved. But deeper than this tem- 
porary aspect of the depression were 
two factors: that will” remain when the 
depression is over. The first of. 
these is the regiondl variation in 
wealth whereby certain areas ‘find 
themselves with a per capita wealth 
double that of other aréas. The 
second factor is that many of the 
more productive sources of revenue, 
sources such as income tax, ‘the in- 
heritance tax, etc., wpon which 
Government mist rely to a great ex- 
tent,- are scarcely suitable even for 
the wealthy States in amounts 
sufficiently high to be productive 
and to make possible the social 
security system - quite apart from 
the fact that they are scarcely 


“applicable at.all to States such as 


those in the deep South and to many 
‘of ‘the agricultural States of the 
Middlewest during periods in which 
prices are not sufficient to provide 
@ substantial cash return on the 
‘basic’ crops. 

: In this background, then, of the 
‘irrationality of misfortune and the 
impracticability of thrift as a sub- 
. Stitute.in large sections of our 
country, in the dawning realization 
that much. of misfortune mist be laid 
at the door of society, and finally 
“in the inadequacy of the local unit 
asa financing medium, we find the 
‘genesis of the Federal efforts in 
.the-direction of social security. 

. ‘The’ Social. Security Act was 

-. passed at the height of the de- 
pression, in a Situation in which 
relatively few States had experience 
“even in old-age pensions, and but one 
State had even sO far as stood at 


employment compensation. I have 


‘distributed, or will distribute at 


the end of the lecture, a leaflet 
which will give you the main points 
of the Social Security Act in summary 


. form. I wish to devote, therefore, 


but a short time in summary, and then 
to proceed to some of the more criti- 
cal problems created by the Social 
Security Act. 

In the first place, the Act con- 
templates an expansion of public 
assistance beyond that which at 
present rules, and on a much more 
permanent basis. The largest expan- 
sion is to take place in the field 


-of old-age assistance, but there are 


substantial grants for dependent 
children, for the blind, for voca- 
tional rehabilitation and for the 
extension of preventive medicine. 

The second main part of the 
Act has to do not with old-age 
assistance (that is, not with 
Federal grants to the States to 
aid those in misfortune) but with 
a great system of old-age annui- 
ties on a contributory basis and 
with variations in the scale of 
benefit. 

The third major section of 
the Act is what is called in the 
Act "Unemployment Compensation", 
more familiarly known probably to 
you and me as unemployment insu- 
rance. There is no time to take 
up in detail the various special 
aspects of public assistance in- 
cluded in the Act. I shall con- 
tent myself merely with a brief 
analysis of the provisions for 
old-age assistance. 

In the first place, in its 
simplest form, this particular 
provision provides that the Feder- 
al Government shall match such - 
pensions as the States may decide 
to offer up to $15 a month per 
person. <A State is really. allowed 
a considerable amount of discretion. 
In the first place, it may prescribe 
the size of the pension. There is 
nothing to prevent the State going 




















above the $30 a month. There is’ 
nothing to prevent the State giving 
no old-age pension. There is 
nothing to prevent a State from 
setting the pension at the exceed- 
ingly modest figure of $10 per 
month. Thet is perheps not the 
whole truth, because you recognize © 
as well as I do that the inducenent 
of a grant-in-aid under the polite 
conviction that the rest of the 
hation is paying for the bill is 
likely to cause the States to stake 
out their claims to the maxinum 
amount obtainable from the Federal 
Government, and such has already 
been the tendency. 

In the second place, a State 
may prescribe the classifications 
of the azed to receive the pensions. 
For example, it may set the are at 
65 or 70. The Federal Government 
will not aid under 65. <A State may 
impose a means test. It may re- 
quire certain conditions of respon- 
sibility. In other words, the 
persons to be benefitted remain 
within the province of the State. 
The only stipulation that thé 
Federal Goverriment makes in this 
particular aspect is to insist that 
whatever provisions are made must 
be uniform in all parts of the 
State. 

In the third place, the State 
scheme for old-age pensions must be 
approved by the Federal Board in 
order to obtain a grant. The State 
itself must meke a contribution. 

It is this particular problem which, 


as I understand it, is causing trouble 


in Kansas, where, - I think I am 
eorrect in this — the State consti- 


tution prohibits the State from making 


such contributions to public assist- 
ance. The State Public Welfare 
authorities must make regular re- 
ports, and, as I said, the grants 
must be uniform in all parts, and 
reach all parts of the State, in 
order to obtain the grants. 

The second main portion of the 
Act having to do with the contribu- 
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tory ‘old-age pensions is intended 
eventually to supersede old-age 


assistance for large categories of 


the population. As at present. 
drafted, it is probable that it will 
eventually include approximately 50 
percent of the aged. In this case, 
payment is a right and no means test 
is imposed, because the individual 
himself will have made his contribu- 
tions during his working years. It 
is essentially insurance, but not 
with uniform benefits, given the 
same contribution as most insurance 
schemes, but with a certain amount 
of weighting. The cetails are a 
little complex, but the actual fact 
is that those in the hisher income 
brackets will receive rather less 
than they contribute, and those in 
the lower wage brackets rather more,- 
not to an excessive degree, but 
within a limited extent. Also, it 
is so arranged that for a number of 
years those who come into the scheme 
past the ase of 45 or 50 will 
actually draw out of it much more | 
than they have nut in, and that will 
be to some extent at the expense of 
the younger contributors. The scheme 
is in itself to come into operation 
gradually. Half of the payment into 
the benefit fund comes from the 
employer and half from the employee, 
in the form of a pay roll tax which 
by 1949 reaches 6 percent, 3 percent 
nominally from eech of the two 
groups. This is then definitely a 
national scheme. The States have no 
participation in it, for two or 
three reasonss:.in the first spiaces 
mobility of labor is such as to 
make such participation unfair and 
difficult and secondly, certain 
areas, notably Southern California, 
are particularly attractive to the 
aged. If such a State had to carry 
its own aged, it would be more 
difficult and certainly less fair. 
There is a real problem in the 
reserves which will be accumulated 
if the Act remains in its present 
form. I do not personally anticipate 
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ery much difficulty that way; I 
think it is calculated that after 
some 20 or 30 years, the accumulated 
reserves will be greater than the 
total of the national debt at the 
present moment, and will even go on 
beyond this sum and provide the 
Treasury with something. like a 
$10,000,000,000 surplus. The fact 
is that, long before this happens, 
this particular clause in the Act 
will probably be modified, because 
there will be the inevitable 
temptation as soon as reserves 
pile up in any such fashion for 
the various pressure groups in- 
volved in the insurance scheme or 
otherwise to say that such money 
ought to be distributed. To date, 
' somewhere in the neighborhood of 
eo States have qualified under the 
old-age assistance clause of the 
Act. Within approximately a year, 
the amount paid for old-age 
pensions has jumped from $24,000,000 
to over $200,000,000. That gives 
one some idea of the initial effect of 
thes Social Security Act. It is ex- 
pected that this $200,000,000 will 
eventually reach billions annually. 
he third main feature of the 
‘Act, unemployment compensation, 
calls for rather more consideration. 
iimeme first place, it is’much more 
' difficult to generalize, because 
the Federal Government, with but 
relatively few, and those minor, 
provisions, leaves to the States 
freedom to draft their own schemes. 
The only requirements have to do 
with reporting, with making the 
Federal Treasury. the custodian of 
the funds, with relationship with 
the employment exchanges so thet 
the payments can be made through 
those exchanges unless an exception 
is granted. -It is also provided that 
there shall be. no undermining of 
labor conditions. For example, no 
“one shall be deprived of benefit be- 
' cause he is on.a strike, and nobody 
shall be deprived of benefit because 
hé ig unwilling to take a job below 


“the prevailing wage in his occupa- 


tion. Those are two clauses that 


- may prove sqmewhat difficult to 


administer and that undoubtedly will 
give rise to a considerable body of 
administrative law. It is also pro- 


vided that the employees must wait 


until contributions have come in 
for two years before benefits may 
begin to be received. These pro- 
visions have relatively little to 
do with the essential elements of 
an employment insurance itself, 
and we may, therefore, look fora 
considerable amount of experiment 
out of which will probably emerge 
schemes suited for States with 
particular types of industry, 

with. perhaps eventually some con- 
vergence unon a type for the 
nation as a whole. The only levers 
retained by the Federal Government, 
elbeit powerful ones, are first, 

a small optional grant towards the 
expenses of the administration of 
the State acts, and second, and 
this is the key to the Federal 
Government's part in it, the re- 
missien up to 90 percent of the 
receipts of the pay roll taxes in 
States participating. The par- 
ticular device used thus is again 
the pay roll tax. Another 3 per- 
cent eventually - this year it is 
1 percent - is to be imposed in 
the form of a pay roll tax upon 
all employers in the main cate- 
gories of manufacturers, merchants, 
etc., make a total in all of 9 
percent. This you recognize is 4 
pretty heavy tax. The Federal 
Government collects this tax sub- 
stantially uniformly throughout 
the nation, but, and here's the 
important provision, if a State, 
we will say New York, has a scheme 
of unemployment insurance, the 
employer may deduct for his con- 
tribution toward that scheme up to 
90 percent of whet he otherwise 
would have paid to the Federal 
Government. Thus the argument now 
being used throughout the United 




















States in order to induce the 
passage of unemployment compensa- 
tion acts in the several States 
is that the State's employers are 
going to pay anyway, and might . 
Just as well have the money stay 
within the State. 

Hight or nine States have 
thus far adopted unemployment 
compensation schemes, but I think 
we may expect this number to grow 
considerably as the pay roll tax 
grows. This flexibility of 
States' schemes has already re- 
vealed a large number of issues, 
and it is the solution of these 
issues that in a sense constitutes 
the essence of the goodness or 
badness of a scheme of unemploy- 
ment insurance. 

‘The first has to do with -the 
unit to be insured. Probably the 
most important single decision to 
be made in any State act is. this. 
There are three general types. 
Wisconsin, in a sense, insures 
each employer separately, with a 
somewhat elaborate provision by 
which the employer builds up his 
own reserves and when his re- 
serves reach a certain point, he. 
may stop paying in to them. Un- 
til such time as they again fall 
below a certain reserve through 
having paid out to his employees 
who were unemployed, he does not 
have to pay into the reserves. 
That is carrying to an extreme, 
if you will, the system or the 
idea that if the penalty rests 
directly upon the individual em- 
ployer, he will make a stronger 
effort to stabilize his employ- 
ment, he will have a stake in the 
elimination of unemployment. At 
the other extreme is New York 
State, for example, which has a 
pool of all the payments from all 
of the employers, and out of that 
common ‘pocl the benefits are paid 
to the workers as they are out of 
work. Individual responsibility 
of the employer is very much less- 


ell 


ened.. In bettveen. the two is the 
Ohio plan, which has the general 
pool for the funds, but provides 
what is known as a merit rating, 
by which an employer whose em- 
ployees have been with him steadily 
and an employer who has made pro- 
vision for stretching out work and 
stabilizing his employment, etc., 
after a certain length of time re- 
ceives a recognition of aid in the 
amount that he is required to pay 
into the fund, » The sevesle vers, 
important as weighting industry in 
the direction of stabilizing in- 
dustry. 

On the one hand, the Wisconsin 
scheme has been attacked on the 
Ground that it does not provide 
security for the employee; that 
even a good employer can become 
insolvent. On the other hand, the 
New York plan is attacked strongly 
on the ground that it provides 
little or no.incentive to the em- 
ployer to stabilize his work force. 
There is a provision in the New 
York Act which points in the 
direction of ultimately becoming 
the equivalent of a merit rating. 
Yet in general this type of unem- 
ployment insurance act does not 
bring home to the employer the re- 
sponsibility of the industry it- 
self to put its house. in order so 
far as it is possible to do.so. 

The Ohio plan on the whole attempts 
to meet both of these criticisms. 

There is also the issue of the 
waiting period. Almost without 
exception, unemployment compensa- 
tion schemes require a certain 
period, perheps two or three weeks, 


for the employee to wait before he © 


can draw insurance. How long 
Should he wait; upon what should it 
depend? 

Still another issue has to do 
with the groups to be insured. 
Domestic service, agricultural 
labor, are exempted or excepted in 
all the schemes thus far, and yet. 
to some extent, at least, those 
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_ groups provide examples’ of casual 
labor at-its worst. x 
‘There is:a whole’ set of issues 
wrapped iup:with the question of the 
extent of the insurance itself, - 
the amount of payment, the duration 
of the -benefits,. etc. This does 
not. mean that if the payment is 
limited to:10 weeks the person 
willbe allowed to starve at the 
end of 10 weeks. It does not 
mean that if the payment is too 
small: to take care of a family 
of 10 -:. there are still such - 
that the children shall be allowed 
to starve. The issue here is more 
of:a question of, how much of the 
provision of assistance shall rest 
upon the insurance part of social 
security and how much upon the 
local relief for those portions 
which are not yet provided for 
adequately in the Federal Act. 
There is, of course, a real issue 
tied up in this as to the pro- 
portion the benefit shall be of 
the prevailing wage or the pre- 
ceding wage. Most nations have 
given a flat sum regardless of 
the wage previously received. 
On the other hand, most of the 
State schemes in our country 
have attempted to relate the size 
of the benefit to some extent to 
the amount of the wage. : 

That is a very important 
question, because it goes to the 
heart, of a characteristically 
American way of meeting a de- 
pression. This has to do with the 
issue of part-time employment. The 
net effect of unemployment in- 
surance in England was virtually to 
obliterate such part-time employ- 
ment. In all probability in most 
of the schemes thus far adopted in 
our States, much the same thing 
will result. This strikes at the 
root of a major part of our way 
of meeting the depression. All 
through 1930 to the present day, 
thousands of employers, particu- 
larly in manufacturing, have met 


the situation through working two 
or three days a week without lay- . 
ing off employees. We are creating 
avery serious situation when we 
introduce into this type of a situ- 
ation @ legislative provision which 
places a penalty on that kind of 
thing. In other words, the proba- 
bilities are that in most of the 
States, in most of the Acts thus 
far drafted, that this particular 
method of distributing work will 
be at an end except in so far as 
the gain to the employer of main- 
taining his working force intact 
even for two days a week trans- 
cends the economies that would be 
his through being able to shut 
down an entire unit or through 

the savings that might accrue from 
laying off completely the least 
efficient or most troublesome. 

The point is this, really, 
that in drafting an unemployment 
insurance act having to do with 
the conventions that have grown 
up in American industry, we may 
find ourselves forcing the employ- 
er to lay off the less efficient 
and thereby increasing the number 
of national unemployed, rather 
than in doing what we have always 
supposed to be the more humane 
thing which was to spread what 
work he had among all his employ- 
ees. 

May I digress for just a few 
minutes to give you certain illus- 
trations from British experience 
which will point out the kind of 
thing I have in mind when I stress 
the importance of having your 
legislation weighted in the 
direction of practices which you 
consider desirable. 

For a considerable time the 
British insisted that anyone who 
was out of work as a condition 
of drawing benefits beyond a cer- 
tain period must indicate that he 
is genuinely seeking employment. 
And I remember sitting on the 
Board to adjudicate that kind of 


























thing, and the number of lists 

that were brought in by ‘the unem- 
Plcyed of employers that were 
called ‘on ‘during the week. We 
used to insist on that particular 
practice. Employers were bothered 
and there was nothing in particular 
we found out, though there may have 
been some value in wearing out shoe 
leather in that fashion. 

_ But finally England dropped 
that. For one thing there was a 
lot of cheating involved. But 
quite apart from this it was so 
futile because there were not the 
jobs, and it also complicated the 
important relationship which they 
had attempted to set up between 
the labor exchanges and unemploy- 
ment insurance. 

I am thinking also of certain 
things in connection with health 
insurance. We found, for example, 
the practice of a physician giving 
anyone who had been ill an extra 
week's vacation. The physician, 
in his anxiety to retain the per- 
sonal relationship - a justifiable 
anxiety - succeeded in incorpora- 
ting in the health insurence act 
@ provision by which a man might 
choose his own physician. What 
happened? The number of days lost 
through illness doubled within a 
year. Now that may have two ex- 
planations. People may previously 
have gone to work who should not 
have gone. But it also had another 
explanation. I found that out in 
the first place when I saw some 
people who were out drawing health 
insurance playing basketball or 
Soccer. And any physician that re- 
_ fused to grant that extra week 
found himself short of business. 
He was boycotted. You won't find 
that in any of the reports of the 

Ministry of Health. I am not even 
- sure that the Ministry knows it! 

Iam thinking alse in connec- 
tion with unemployment insurance 
of another relationship that was 
set up. I am not sure how wide- 
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spread this particular practice 
was, but there was ° provision in 
the British act by which if a man 
lost a job through his own fault, 
through theft or throwing an ink 
bottle at the foreman or something 
of that kind, he wes deprived of 
benefits for ten weeks. The em- 
ployer had to fill out a form 
giving the reason for dismissal. 
For a while those reasons were 
honest, but after a while the hum- 
ber of reorganizations of staff 
that took place or the feilure to 
need so many men were given as 
rersons with monotonous regularity. 
That seemed to me very interesting, 
end I looked into it a little 
further. 

I found that what happened was 
that if an employer had stated any 
reason whatsoever that had to do 
with the employee's fault which re- 
sulted in the loss of benefits, 
particularly if that employer was 
in retail trade, the working people 
promptly imposed a virtual boycott 
against him. Apart from this there 
was the natural humanitarian atti- 
tude of the employer who realized 
that in any event he was probably 
penalizing not the man himself but 
the mants wife and children. So 
those two reasons resulted in this 
particular provision designed to 
bring pressure upon the negligent 


_ employee being negatived in prac- 


tices : 

Then I ran into another thing 
that one of the large employers was 
alleged to do. He would work his 
staff until they were tired out and 
then would discharge them in a body 


' or in rotation, and take on another 


staff and then after eight weeks 
would réengage the earlier one. 
What he was doing was running shifts 
at top speed and letting the unem- 
ployment insurance fund pay for the 
care of these employees. In the 
last analysis this could not be 
proved because he was too careful. 
By and large the greatest in- 
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_Gictment that I: would, have of.the 
British scheme (most of*our, schemes 
avoid this) is that itihas madé the 
nation content to remain with a 


surplus of-unemployed..* If. our Social 


Security Acts result ‘in:that particu-- 


lar attitude prevailing in the United 


States, it.would have been better by 
far if they. had never been passed, 
in..my opinion. It.has been a sop in 
place of. a permanent remedy.for un- 
employment. 


And so my Be Mine point is this: 


That it.-is very important at this 
stage that we shall have ample ex- 
-perimentation in the states. To 
that. extent 1 approve of the form 
which the Act has taken. It is 
important that we shall decide what 
things are desirable.and incorporate 
those. It is important furthermore 
that we shall not leave very much 
to discretion, beceuse if these - 
privileges are left to administra- 
tive discretion somehow or other 
they have ways of, turning out 

other than the way they were in- 

- tended. 

_ There are. eaasoal i over all> 
problems, but I find I must hurry 
through them. .Official estimates 
for the cost of the Act point, 
when it is in full operation, to 
three billion a year for the aged, 
divided between the old age hene- 
fits and the benefits from.the in- 
surance, and a billion for the un- 
employed - a total af four billion 
or inore than the normal Federal 
budget. — 

This estimate sounds startling 
enough,. but I think personally that 
it is invalid. In the first place, 
.we can assume I think that approxi- 
mately fifty percent af the aged 
will be insured. This is the Social 
security Board's own figure. Also 
within twenty years the aged above 
65 will make up approximately ten 
percent of the population. In 
addition to these about half of the 
remainder, and this is a very modest 


‘four and one-half ‘billions a yerr. 


‘the average, and we arrive alreedy 


i # 


estimate, are likely to be under 

the old .age assistance provision. 
Instead of telescoping ‘the cal- 

culations, I think-it is much more 

likely that this particular clause 

will involve: costs amounting to 


The calculations as regard unem- 
ployment compensetion contain so 
many variables thet it is exceed- 
ingly difficult to arrive at any 
estimate. It is enough to say 
this - that the experience of the 
other nations has been that no 
scale of benefits ever remains as 
low as it starts, no setting apart 
of certain classes of the popula- 
tion for these benefits ever re- 
sulted in these being ultimately 
the only ones to be included. 

In other words there will be, 
if we run true to form, a 
stepping up of the average payments 
for old age and for unemployment 
under political pressure, There 
will be the further tendency under 
& combination of political and 
humanitarian pressure to include 
in the scheme the groups now 
omitted. 

For how many unemployed should 
we provide and at what scale 
: Is it unreasonable to suppose 
for example that $850 a year is ul- 
timately a fair estimate of what we 
shall provide? If so, for how many? 

The usual estimate of the per- 
manent group of unemployed puts it 
at around six million. Let us call 
that not the permanent minimum but 


at a figure of five billion instead 
of one. Now that is problematical 

I grant you. But I merely want to 
call attention to this fact that 

the estimate of a billion a year. 
assumes a status quo which does not 
seem reasonable in the light of the 
political experience of other nations. | 
And it assumes a much smaller group 
of unemployed than our. pe yep re- | 





cently has indicated.. 


i 











In addition to the old age. 
pensions and to the unemployment 
compensation there are the other 
miscellaneous grants for which 

we may put down approximately an 
expense figure of half a biliions 
making in all somewhere in the 
neighborhood of ten billion.a 
year. I am not saying this is 
ten billion too much or a billion 
too much, but it is somewhere in 
those terms that we should con- 
sider the magnitude of the pro- 
grem upon which we have entered. 
I do not mean ten billion next 
year nor ten billion five years 
from now, but ten billion annually 
fifteen or twenty years from now 
is not at all unlikely. 

A very serious question will 
arise, particularly in view of 
the fact that we have had no ex- 
perience, as respects the inci- 
dence or the ultimate effects of 
the payroll tax of nine percent. 
What is it going to do to prices? 
it isa tax, that will) be: re- 
gressive in the sense that it is 
bound to be passed on to con- 
Sumers and is primarily concerned 
with consumers! goods. Ultimate- 
ly that type of tax, that type of 
cost, has a way of being pyramid- 
ed, at least under the normal 
conditions, 

Furthermore, what of the 
political problem involved? In 
the first place there are the 
vested interests of the bene- 
ficiaries. You may say that the 
alternation of a conservative and 
a liberal government will be such 
as to result in a reduction of pay- 
ments when the conservative govern- 
ment comes in, even though they 
may be stepped up under a spend- 
thrift liberal government. 

The experience of England 
would not indicate it. Every 
government that England has had 
Since she entered upon the field 

‘- of social insurance has increased 


the benefits under social insurance. 
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You are creating a body of 


beneficiaries ten times the number 


of the American Legion, twenty 
times the number of the American 
Legion as soon as the number of 
aged reach their peak. 

There are other difficulties 
at the. moment. Public assistance 
has in the past been in the prov- 
ince of the counties and the towns 
by and large throughout the coun- 
try. And the little inspectors of 
the poor and the overseers of the 
poor and the county superintendents 
of public welfare and the town 
vestrymen and so on have consistent- 
ly as offices been reserved to the 
uncles and aunts and brothers and 
sisters and henchmen of the ruling 
political machines. 

I am told that the real inward- 
ness of the recent deadlock in the 
New York State Legislature by which 
they refused a gift of twenty 
million dollars from the Federal 
Government, much of which loss must 
inevitably fall upon the localities 
was really caused by the fact that 
the assemblymen were so close to the 
county machines and town mechines, 
that pressure came from those office: 
holders, relatives of the officers, 
and so on, that saw their days num- 
bered if they no longer had that 
patronage to give out. 

There is no way of checking up 
on that kind of thing, but we may 
expect to have a greet deal added 
to the noise and color of the argu- 
ment and very little to dts en- 
lightenment by cries of "inter- 
ference with localities", the throw- 
ing up of symbols of states! rights, 
etc. What these people really mean 
is that they want Aunt Mabel to.con- 
tinue as overseer of the poor. 

That is the kind of thing that 
happens. 

Let us deal next with the con-. 
stitutional problem. It seems to 
me that - I am speaking as a politi- 
cal scientist - that it is possi- 
ble for the Supreme Court to decide 


7+ pensation. 
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either way. They have..created prece- 
dents which make it possible to. take 
either side of almost, every question, 
and some of them do just that. In 
the end the decision is more or less 
likely to be on one of two bases. 
One,. whether they like the Act, and 
two, whether they think the country 
will stand it and still respect. 

them if. they overthrow it. 

. There are an amazing number of 
administrative problems. Twenty- 
five million people have to. be 
card-indexed for old age benefits. 
The estimated number of employees~ 
national, state, and local,needed 
to administer the Social Security 
Act.is from thirty to fifty 
thousand within three yeers. Of 
those from three to five thousand 
at least must be. in a sense res- 
ponsible, trained people, and you 
can't find that number. It is 
the finest field in government for 
anyone of ability and character 
to enter today who wants a career, 
and who is willing to train for 
it, from the standpoint of pros- 
pects of employment. 

The variation in state systems 
is going to make considerable dif- 
ficulty.- It may bring part time 
labor to a stop and it may make 
difficulty in the transfer of labor 
from one state to another. Most 
serious of all administratively is 
the fact that the Act deliberately 
omitted any requirement that state 
and local officers be under the 
merit system. When the Federal 
.offices are-under the Civil Service, 
the state and local offices are like- 
ly..to.be the happy hunting ground of 
the spoilsman. 

4» There.is an administrative prob- 
lem involved in seeing to it that 
employers can use the same payroll 
- records for the old age insurance 
. that they use for unemployment com- 
. There is a problem of 
investment of reserve funds. There 
is a problem in the relations be- 


tween the Federal and the State 
governments. 

Let me conclude this part by 
Saying that the danger, the real 
danger, that faces social security 
in the United States is an adminis- 
trative danger, and not a danger 
of slogans. It is the same kind 
of danger and I am not drawing any 
parallel other then the adminis- 
trative difficulties, it is the 
same kind of thing that killed 
prohibition in the first few years 
by the absence of a merit system; 
it is the seme kind of thing that 
after six months to a year of it 
turned employers against the NRA. 
They were disgusted not with the 
objectives of NRA but with the 
quality of administration under 
it. So also with Social Security. 
If the state and local offices are 
bedly administered (and one wonders 
how they can heln but be badly 
administered in the political 
forces that rule in so many of our 
states), if the state and local 
offices are badly administered, 
there may. easily arise out of that 
situation such a weve of disgust 
that the whole social security 
movement is set back for years. 

There are many difficulties 
in the Act, such as those connect- 
ed with the reserves, which can be 
remedied. If the Act weathers the 
constitutional obstacles and the 
administrative and political obsta- 
cles, it will undoubtedly be ex- 
tended. I wonder if we rezard 
this continuance as a desirable 
thing in any event. You know, in 
one sense it marks the passing of 
the American Dream, the dream of 
a nation in which each person has 
the opportunity by his.own efforts 
to provide for his own living, his 
own career, his own future,.and that 
of his dependents. “We have closed 
the book on that version of the 
American Dream. . Yet. maybe the Act 


is dtself a realization of the Dream. 























Maybe it is a realization in the 
sense that America sees ‘SHAG EBs. 


is now wealthy enough, - ‘itis now ue a 


humane enough, to assure that; in 
this day and age the standard of 
living of its people shall never. 
fall below a certain minitun. , 


None the less. I feel myself. that ie 


a large part of the Act is’a@ . 
second best, ;that we have epproach- 
ed the day in which we’find-our- 
selves ina position so to manage. 
our economic order that unemploy- : 
ment is a thing. of the past, that 
the irrational misfortunes. are 
eliminated. They are irrational 
because we allow them to remain. | 


ee ee eae 
DISCUSSION 


Question - I think there is 
a provision’ in the Social Security 
Bill which says that a person can 
get up to $85 a month of our-.old 
age benefits, and on the other 
hand it states that it only. goes _ 
ip.to 615 & month. — 

Answer - Don't confuse: the 
two things. There are two pro- 
visions for old age, two clauses, 
two titles, in the Act. One has 
to do with the immediate relief 
of poverty and old age - that is 
the ‘old age. benefit, or old age 
assistance. Now that particular 
benefit is restricted’ to a Federal. 
grant of $15 a person. The state 
may put another $15 to it, making 
a total of $30 a month, or.-the, 
state may go.as much beyond that — 
as it wishes. There is a maximum 
of $30 which.the Federal Govern- 
ment will share half and half. 

The presumption is that for that. 
particular grant the person must 
demonstrate need. ; a) 

Now. the second and the more 
_ permanent proposal does. not come 
into immediate operation: a. k 
scale sufficient to nake «much ‘gee 
a dent in the Powe | ouet, ae 


' fectly clear on this. 


pat 


the contributory scheme of old age 
insurance. That is national, and 


-the national scheme limits the 


benefits to $85 a month, regard- 

less of how much an individual may 
have contributed. That is the con- 
tributory scheme. The $85 a month 


‘does not have to do with the need 


ef the individual, but with the 


‘amount that he has put into the 


fund. deep 
So separate the two. things. 


It is confusing, and this second © 


scheme will eventually take over 
a large part of the first, but un- 
less the classes included are in- 
creased, it will take ower but. 


‘half of 2%: 


Question - I wonder: wae ee 


‘any states require the persons to 
remain in the states and spend the 


money there? 

Answer - Now let us be per- 
re you mean 
old age pensions, the person loses 


- that by going out of the state. 


That is merely paid to residents 
of the state. If you mean old age 
benefits, the scheme is national 
and the state has nothing to do 
with it. If you mean unemployment 
compensation, it varies between — 
the states. 

A person falls out of work - 
he is entitled to a benefit. But 
suppose he lives in New York, and 
he has some relatives in New Jer- 
sey. He can go into New Jersey 
because he thinks he has more of a 
chance to get a job. In that par- 
ticular’ case I think he can con- 
tinue to draw his unemployment 
penefit, but-I' am not sure. The. 
change of residence as far as old: 
age insurance is concerned gh not 
affect the benefits. 

Question - Considering aa2 
amounts for pensions and benefits, 
what attention will be given toward 
price. levels over a period of 
twenty years? ; 

Answer = None whatever in es 
original Act. That is the kind of 
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thing that should’ be taken care of 
by a future Act of Congress if it 
became seriously out of line. You 
see the Board and the. provisions 
merely have the basis of a Con- 
gressional Act. They can be amend- 
ed, and probably will be amended 

in almost every session. 

Question - Can the amount of 
the pension be increased at any 
future time? 

Answer - The majority of the 
American people seem to favor an 
old age pension of sixty dollars 
a month, according to the returns 
in "America Speaks". That gives 
some indication of where public 
Opinion stands at the present 
moment. Yet $60 would be a good 
deal te begin with. I am neither 
advocating nor opposing it. 

Question - Does the Act pro- 
vide for any particular way of 
handling the funds that will be 
allowed or are they just left to 
the general discretion? 

Answer - With the old age 
pensions, that is,the grants to 
the states, there are no funds 
to handle. With the insurance 
part there is a special bureau 
created in connection with the 
Treasury which acts as custodian 
of those reserves, the'state and 
the federal, from the old age in- 
surance and unemployment compensa- 
tion payments. —_ 

., The idea is that these shall 
‘be under the control of the same 
agency that has to do with the 
‘Monetary and banking policy of 
the country so that they can be 

handled in conformity with the 

nationél policy as regards price 
levels, the sale or exchange of 
securities-in the open market, and 
so on. , 
— Question - Will you please ex- 
plain that nine percent tax on pay- 
rolls? 

Answer - It is a little diffi- 
cult to explain except simply to say 
seat the employer has to certify in 


a rather elaborate form what his pay- 
roll is. Now the employee finds de- 
ducted from his wages, at present 
one percent, eventually three per- 
cent from his wages, and that three 
percent plus the three percent tax 
for unemployment compensation (cf 
which up to ninety percent is ear- 
marked for. state contributions) ,_ 


plus three percent for the old age 


pensions will be calculated pre- 
sumably at the time of payment. 

Now in the end,of course, how 
these payments will actually be 
divided between employer, employee 
and consumer, it is not possible to 
predict because that kind of thing 
has a way of entering into the 
general economic order. It may re- 
duce wages. It may raise prices. 

It might possibly reduce wages with- 
out raising prices very much. It 
may raise prices the whole amount. 
It may raise them more, in which 
case the farmer would suffer pretty 
heavily. 

This belongs to the field of 
incidence of taxation. The more 
you study this field, the more you 
recognize that unlike the immediate 
effect, the ultimate effect becomes 
impossible of ascertaining. 

Question - What will be its 
effect on workmens! compensation 
insurance? 

Answer --I think it is a tribute 
to it. I don't think it will have 
any special effect on it. 

‘Question - Except that it adds 
another percentage on to the payroll? 

Answer - We have to recognize 
that these costs cf misfortunes are 
borne anyway. 

They are borne by individuals 
in the form of paying out their 
savings or.they are borne by the 
town or the city in the form of pror 
rélief, or they are borne in some 
instances by empleyers that have pro- 


‘vided their own pensien scheme. The 


Bastman Kadak Company is conspicuous 
in that field. 
Unless there is. something in 




















the Act itself which tends in the 
direction of creating more unen- 
ployment and more old age if you 
wish, than otherwise would be 
created, there is no extra cost. 
It is merely the transfer from 
one group to the other. of 
course you may be giving them re- 
lief at considerably higher rates 
than they were accustomed to 
having. Then it may mean that 
during unemployment they will re- 
main more heelthy. You are in- 
troducing a number of new factors. 

It is like throwing a stone 
into the lake. Its ripples reach 
to the farthest shore. That is 
the kind of thing that happens 
when you introduce this new tax. 

Question - What other nations 
beside England have social ge- 
curity acts? 

Answer - We are the only 
great industrial nation without 
it - that is, we were. We are 
not without it now. The schemes 
of other nations vary in extent. 
Germany wes the pioneer. Japan 
has a very moderate scheme. 

Question - What nation has 
one of the best systems? 

Answer - It is a matter of 
what your criterion of best is. 

If it is adequacy of benefit, 
you might say one nation. If 
your criterion is a scheme which 
fits the economic order in the 
direction of stabilizing employ- 
ment, you might give another. 

It is generally supposed that 
the English and the German are 
about the best. But the criterion 
is ordinarily adequacy and I am 
not sure that that is the correct 
criterion. I am personally rather 
more inclined to censure some of 
these indirect effects of the 
British scheme, such as causing 
the nation not to do anything 
about unemployment. 

Unemployment insurance is not 
a remedy for unemployment. There 
is only one remedy for unemploy- 
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ment, and that is work. But on 
hearing some people, you would 
think that insurance was a remedy. 

Question - How lare a number 
of persons are outside of the Act, 
like those employed on the farms? 

Answer - The Social Security 
Board's estimate in connection 
with old age is about fifty per- 
cent that are outside. In connec- 
tion with unemployment compensa- 
tion, it is necessary to break 
that down state by state. 

The fact is that only eight 
or nine states have qualified under 
the Act, and in those states for 
the most part it has not come into 
operation. Nobody is insured yet. 
However, these states happen to 
contain much more than their pro- 
portionate share of the industrial 
population. 

Question - These old people 
who are now on the farms, are they 
entitled to a share in the old age 
pension? 

Answer -— You are right in the 
old age pensions, that is assis- 
tance, if the states so decide - 
that is a decision that the state 
must make, 

Under the old age insurance 
scheme people on the farms are not 
eligible at the moment. 

Questicn - Neither the farmer 
or the hired man? 

Answer - That is primarily I 
think in the drafting of the Act. 
It seemed wise in the first place 
to stick to one group until we were 
well under way. For example, the 
agricultural group and the domes- 
tic servants have just within the 
last two years come up for serious 
discussion. This would involve an 
extension of the Act. 

We have in one Act gone more 
rapidly than any other nation. We 
are biting off a bigger chunk at 
one time than ever has been done 
elsewhere. This is doubtful wis- 
dom, even from the standpoint of 
the advocates of Social Security. 
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#* might have been better % 
have gone more slowly. 

Question - You have spoken of 
_the German system, particularly of 

the old age pension. Is it not 
true that it was pretty well hit 
by the inflation? 

Answer — The tendency in Ger- 
many under the Third Reich has been 
to substitute labor camps and 
"armies", That is a switch from 
the old unemployment insurance. 
They are very sensible about this - 
within limits. That is, why should 
a person be paid for remaining idle? 


_ Then there is a fiction in any 
event involved in pbuilding up re- 
serves. Just how should reserves 
be built up? . What is gained by it? 
Why should not the Government mere- 
ly advance the money, borrow if 
they need it? And so on. 

The money has to come from the 
same place. Why go into all these 
elaborate calculations? 

I suppose it makes us feel 
better to do it. It certainly 
makes more jobs. It is easier to 
"sell" it as a scheme. 
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FEDERAL TRADE COMMISSION ANI) THE REGULATION OF BUSINESS 


By 


Drs Ws Es 8. Stevens, 
Assistant Chief Economist, Federal 
Trade Commission 


I am going to go back a little 
bit into history in discussing this 
subject. It is really necessary to 
understand something about the back- 
ground of the Federal Trade Com- 
mission in order to understand the 
nature of its work. 

Now as you all know, the 
Sherman Anti-Trust Act was passed 
in 1890. The records show that 
very little was done under that 
act in connection with the growth 
of the combination movement until 
several years later. The earlier 
cases which were brought under the 
Sherman Anti-Trast Act were generally 
cases against associations or groups 
of dealers engaged in associated 
activities of one kind or another 
Wortix prices, restrict territory, 
to classify customers, and so on. 
The period immediately succeeding 
the passage of the Sherman Anti- 
Trust Act, of course, (and that 
perhaps accounts in part for the 
situation I have been describing), 
was one of great industrial depres- 
sion. 

Business went into the doldrums 
in the panic of 1893 and continued 
until about 1898 when it emerged 
in the McKinley Boom. Along with 
the McKinley Boom began what may 
be termed the great era of industrial 
consolidation in the United States. 
From 1898 practically up until 19038 
the consolidation movement (number 
of consolidations formed per annum) 
ran into the hundreds in almost 
every year. 


For years there may have been 
an exception to this statement in 
that in order to make these yearly 
totals you might be obliged to in- 


clude some of the smaller combi- 
nations of a semi-local character 
such as brewing companies in 
certain cities. In some cities 
nearly all the brewing plants 
were hooked up together during 
this period. 

Now, a large part of this develm 
ment was in the form of the holding 
company type of organization. The . 
reason for that is explainable 
partly in the terms of the passage 
of the celebrated holding company 
act by the State of New Jersey 
about 1889, or about the time of th 
passage of the Sherman Anti-Trust 
Act wllricn Wotthat tine eine 
general rule, speaking in broad 
terms, throughout the country was 
that one corporation could not 
acquire the stock of another cor- 
poration for purposes of control. 
You might acquire stock for an 
investment, but the general atti- 
tude then was that the acquisitim 
of the stock for control purposes 
was not legal. 

Prior to that year there had 
grown up the development of the so 
called trust - the technical trust. 
I mean by that that the organization 
in question was actually a trust 
similar to the present business trust 
which is permitted now by statute 
in a great many states in this coun- 
try. It was made up of corporations 
the stockholders of which deposited 
in the hands of various trustees a 
majority or more of capital stock 
of the various corporations, the 
trustees being given the full and 
complete power to vote and to handle 
this stock. 

It was under that form of organ- 
ization that the Standard Oil Trust 
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first developed, also the Sugar Trust, 
the Cotton Seed Oil Trust and others, 
all duringthis period of years from 
1873 to 1890. The term trust as 
commonly used in this country comes 
from that very situation. The first 
type of large monopolistic combi- 
nation, that; we knew’ in this country 
Was this, technical ‘trust. and the 
term has, continued on down to -the 
present, day, applying to the formation 
of any large. combinat-ion.. 

The. courts very shortly after 
the beginning of this movement levied 
an attack upon this form of organiza- 


tion. The New York State Senate insti- 


tuted an investigation of this form 
of organization about 1888.. Simil= 
taneously. almost the Madedal Govern 
ment also ,undertook.an investigation 
of "trusts!!.. A.little later in 1893 
the New. York State Legislature under- 
took. an_other investigation into 
this type of combination. In the 
course of those investigations there 
was developed all the facts with 
regard to the organization of the 
present Standard Oil Trust, the 
Sugar. Refining Companies, and so on. 
And it was largely on the basis of 
the information gathered in the 
first two of these investigations 
that the Sherman Anti-Trust Act was 
passed. 

The stata courts in the BET 8ions 
“time had handed down seve ral 
‘bation, Then Guat before the passage 
of . -the Sherman Act New Jersey passed 
its. famous or infamous (which- 

“ever ,you like) holding company stat- 


“1 adie: thereby permitting corporations 


organized “in the State of New Jersey 
to hold..the stocks of other organ- 
izations for purposes of. control. 
This facilitated combination ina 
consolidated form, and paved the way 
for .the great flood of combinations 
during 1898-19038. 

During that period: Orcas were 
formed a.very large proportion of 
all the great combinations whose 
names are now household words. That 


- American Woolen, National Lead, and 


was the period of the organiza- 
tion of the National Biscuit 
Company, the International Paper 
Company , United States Steel, 


dozens of others which are now listed 
on the New York Stock Exchange. 

In 1899 or thereabouts there 
began an investigation authorized 
by Congress and carried on under 
the supervision of the United States 
Industrial Commission, which made 
a report. of some fifteen volums 
regarding the whole transportatim, 
trade and industrial situation in 
the United States. Some of those 
volumes - 1 and 13 - were’ devoted 
to the subject of trusts. Profes-— 
sor Jenks, wnom some of you have heard 
of, was the chief examiner of wit- 
nesses at those hearings. There was 
a detailed and careful examinatim 
at those hearings of the instances 
and reasons for the growth of the. 
consolidatiénmovement that was taking 
place, and also of the alleged econ 
omies resulting from this combinat ion 
movement -— in other words, the pos- 
sible resulting economies which would 
be effected by bringing together.. 
the plants of various corporations 
under a unified control. 

That gives you I think, rather 
roughly,the background of regulation. 
In 1903, Congress passed an act which 
was known as the act creating the 
Bureau of Corporations in the Depart- 
ment of Commerce and Labor. ‘This 
Act provided that this Bureau of 
Corporations should have the power 
to investigate the organization and 

: 





management of corporations engaged 

in interstate commerce. In otler 
words, back in 1903, there was created 
the first investigating agency, to 

go into these matters of the organ- 
ization, conduct, practices, and 
consolidation of corporations and the 
like. 

Many. people when they talk about 
the Foderal Trade Commission do not 
realize that substantially the same 
investigator authority which the Com- 











mission has at the present time has 
been on the statute books since 
1903. They assume it is something 
that came in with the Commission. 
PUOdid’ not. 

There ‘is no doubt I think that 
both the history of the period 
from 1898 to 1903, with the treman- 
dous growth of consolidations and 
the report and recommendations 
of the United States Industrial 
Commission, played an important part 
in the decision of Congress to 
establish this Bureau. This Bureau 
of Corporations Act has sometimes 
been referred to as a Theodore 
Roosevelt Measure, it having been 
put on the books ab that time. 

There are statements contained 
in the earlier reports of the 
Bureau that one of the reasons 
that may have inspired this Act was 
the desire to get adequate publicity 
for a great many of the things that 
corporations were doing with the idea 
that publicity with regard to the 
facts would serve in some measure 
to check and retard the movement 
toward consolidation. 

I have given all these details 
because it seems to me that if one 
wants to understand fully the work 
of the Commission “he must realize 
that it goes back a good many years 
before the actual operations of 
the Federal Trade Commission began. 
This particular Bureau of Corpo- 
rations did a great many things. 

It made a report on the transporta- 
tion of petroleum which was followed 
by a report on the Standard Oil 
Company, which disclosed the exist- 
ing situation with regard to railroad 
rebates, showing that the Standard 
Oil Company was receiving rebates 
not only on its om but also on the 
shipments of its competitors, in 
some cases. A similar investigation 
Was made of the operations of the 
American Tobacco Company, and evi- 
dence gathered by the Bureau of 
Corporations in connection with the 
two inguiries was used very largelv 
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by the Department of Justice 

in connection with the prosecution 
brought for the dissolution of the 
oil and tobacco combinations. The 
Bureau also made reports on the 
ateel corporations and varios 
other industries during the course 
of its life. 

The question of combination 
of monopoly continued to have a 
very prominent place in the think- 
ing of leaders here in America, 
and there continued to be agitation 
on the question. Along in 1911-12-13 
we have a whole series of Congres- 
sional investigations dealing with 
this question. What. should be done 
about it? This was partly motivated 
by the fact that the Supreme Court 
in deciding the Oil and Tobacco 
cases and in ordering the dissolu- 
tion of these combinations had estab- 
lished the celebrated "rule of 
reason" and a great many people dis 
sented very vigorously from this mle. 

At any rate the subject of 
further legislation began to be very 
strongly agitated between 1911-13, 
resulting in the passage of the Act 
creating the Federal Trade Commission. 

This Act was passed in 1914 and 
it is interesting to note one parti- 
cular fact about it. When it was 
introduced it contained substantially 
the same powers in somewhat elaborated 
form as had been given to the Burea 
of Corporations and nothing more. 

The general investigatory power 
was made more dignified by creating 
a commission of five members, and 
placing the work in the hands of 
that body instead of in the hands 
of a Bureau functioning in a parti-+ 
cular exedutive department. 

It is true that the provisions 
for investigation contained in the 
present Section 6 of the Commission's 
Act were somewhat enlarged but the 
same basic concept was still there. 
Additional specific powers were given 
to it to acquire annual and special 
reports and its authority was 
elaborated in certain other vrovi-_ 


sions, but essentially the 

present Section 6 represents 

the same idea as did the old Bureau 
of Corporations Act. 

The Act, however, had been 
scarcely brought out when Mr. Raymond 
B.:.Stevens of New Hamp shire, presented 
a ‘dissenting report on this le gisla- 
tion! inwhich he stated that it was 
necessary’ that: this new legislation 
should prohibit: unfair’ methods of 
competition in Commerce: After con- 
‘Siderable discussion and long debates 
the present’ Section 5 of the Trade 
Commission Act was added, giving 
the Commission jurisdiction to prevent 
unfair methods of competition in com- 
merce. -In one sense that came as an 
afterthought, the original purpose 
be ing ‘general investigation, but ower 
a period of years this has become, _ 

I suppose without question, the mogt 
important section of the Act. 

' At the time ‘the discussion with 
regard:to unfair competition was taking 
place in the Senate and in the Houge, 
we-find developing two lines of thought 
with regard to it. One group desired 
to keep the legislation general, that 
-is “in the terms in which it now 
appears. ~The other group rather 
definitely favored specific enumera- 
tion. There were certain practices 
it’ was claimed which were ‘so bad thd’ 
.the? only way to treat them was to 
prohibit: them specifically so that 
the courts would have no latitude 
in deciding whe ther or not they | were 
unfair. 

In fact: some lists were drawn Up , 
wiaicH I think you will find’ in 
the Debates, of dozens of these 
practices which it’ was proposed to 
outlaw by legislation. Two of these’ 
practiées, price discrimination and 
exclusive and tying contracts were 
actually prohibited by sections 2 
and 3 of the Clayton Anti-Trust Act, | 
which was passed almost simultaneously 
with the Federal Trade Commission Act. 

The debates indicate that these 
two specific prohibitions were put 
into the Clayton Act because of the 
fact that Congress felt that those 


practices were so bad that even 
though they believed that they 

might be regarded as unfair com- 
petition under Section 5 they 

did not want..to take any chances. 

To be more. specific, -the prohibi- 
tion of. price discriminations was 
especially directed at what is com 
monly called ‘local price-cutting. 
It, had appeared throughout the rec-— 
ords in the oil. and tobacco cases 
that, both those companies had engaged 
in the practice. of cutting prices 

in particular areas while muintaining 
higher prices. in other localities;: 
for the purpose of eliminating their 
competitors... It was felt that that’ 
sort of thing should be perme 
outlawed. ; . 

The exclusive and tying arrangé- 
ment was directed against the United 
States Machinery Gompany and. against 
the Dick Mimeograph Company. : Some 
years before this there had been: 
handed down a decision by the United 
States Supreme Court which had upheld 
a license restriction of the Dick 
Mimeograph Company requiring purchasers 
to buy ink, paper, and. stencils only: ° 
from the Dick Company, a decision : 
which aroused a great outburst of:. 
dissatisfaction. 
nery Company similarly had a system ° 
of leasing and. licensing arrangements 
under which the machinery of that’ 
company could be leased and used only 
in conjunction with all of the otrer 
machines which were similarly leased: 

and licensed by. it. 

Under the terms of. those agree - 
ments it was impossible for any con- 
cern to lease a machine or any part - 
of a machine to any shoe manufacturer 





The United Shoe: Mach iil 





who had licenses from the United States 


Shoe Machinery Company without the 
machines being taken out of the plant 
by the United Company or without  .°: 
giving that company the right to take 
them out. They were thus both exclu- 
sive and tying agreements, requiring 
that no machine of the United Shoe - 
Mach ine ry’ Company should be.,used for 


manufacture of shoes except in conjunc- — 


tion with the. other: mashanes of ad 
company. 











There was also incorpo- 
rated in the Clayton Anti-Trust 
Act two other Sections, one pro 
hibiting interlocking directors, 
and one prohibiting, in addition, 
intercorporate stockholding. 

Now let us consider the way 
in which the Commission works un- 
der these provisions which I have 
just mentioned. 

The work of the Commission 
is divided into two divisions, 
not two technical divisions, but 
rather divisions of work. One is 
the legal work which may be said 
to relate to the enfordement of 
these statutes insofar as they 
prohibit corporations from doing 
certain things. The other divi- 
sion is this work under Section 6, 
Which I have already referred to, 
namely, the investigation of the 
organization, conduct, and prac- 
tices of corporations engaged in 
commerce, 

The legal work of preventing 
unfair competition and violations 
of the Clayton Act isdarried on 
under certain specified divisions-~ 
the Chief Counsel's Division, 
the Chief Examiner's Division, 
the Chief Trial Examiner's Divi- 
sion, and the Special Board of 
Investigation. 

In handling cases complaints 
come into the Commission from 
various sources. These complaints 
go to the Chief Examiner, who may 
be said to be the chief legal 
investigating officer of the 
Commission. The Chief Examiner 
has a staff of field agents and 
others who are known as Examiners, 
whose duty is to visit the com 
plainants in the first instance 
and also the parties complained 
against and investigate all the. 
facts with reference to the conm- 
plaint. After the investigation 
is completed, the Examiner makes 
a report to the Chief Examiner, 
stating what facts he has found 
and making his recommendations 
either for the issuance of the 
complaints or for the dismissal 
of the case. The Chief Examiner 
in turn reviews the findings, 
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sends them back; if he deems 

it necessary, for further inves- 
tigation and finally makes his 
report to the Commission, recommend- 
ing issuance of a complaint or a 
dismissal. 

If the Commission decides that 
there has been violation of any par- 
ticular provisions of the laws the 
Commission issues its complaint, 
and that complaint is handled by the 
Chief Counsel, who is the chief 
legal officer of the Commission. It 
is the function of the Chief Counsel 
to draft these complaints for the 
Commission's approval and to try the 
cases on the Commission's complaint. 

After the complaint is issued, 
the respoéndent has a certain perid 
of time to answer, and then the cas 
goes to trial. The persons in charg 
of the trials of cases are known as 
Trial Examiners who are under the 
supervision of the Chief Trial 
Examiner. Their function is to sit 
in these cases and to take testimony 
in much the same way as a naster 
in Chancery. Both the Commission 
and respondent present their wit- 
nesses who are subjected to examim -— 
tion, and cross-examination as in 
any case in court. After the case 
is closed, the Chief Trial Examiner 
makes a report upon the case or 
reviews the case and makes his 
findings, and transmits them to 
the Commission. 

The case is then argued 
before the Commission by the 
attorneys for the Commissim and 
the respondent, and the Commission 
then either issues an order to } 
cease from practice or dismisses 
the case on the ground that no 
violation of law has been shown. 

So mach for the formal l egal 
procedure. The Commission has, 
however, another method of proce-~ 
dure in certain cases. + has, 
for example, the Special Board, 
which I referred to, which is a 
special board for the investigatim 
of false and misleading advertising 
in the newspapers, magazines, and 
on the radio. This special board 
receives and investigates complaints 
of unfair advertising. If there is 
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an apparent violation of Section 5 
it communicates with the parties 
using the advertising and endeavors 
to effect a stipulation. By that. 
I mean an agreement between the 
Commission and the parties in ques- 
tion that they will discontinue 

the advertising which is regarded 
as being unfair competition. The 
great bulk of these cases, perhaps 
ninety to ninety-five per cent, 

are actually settled in this fashion 
by stipulation. 

A similar stipulation procedure 
is also used in certain cases 
where an apparent violation of law 
has been found. In other words, the 
respondents are given an opportunity 
to cease the practice and to enter 
into a stipulation with the Com 
mission to that effect. These 
stipulation procedures are handled 
through the Chief Trial Hxaminer, 
and he and his men draft the stipu- 
lations for the abandonment of the 
practices in question. 

Now we come to Section 6 pro# 
viding for general investigations - 
of this work. Two divisions are 
engaged in investigation, the- 

Chief Examiner's Division already 
described, which functions also 

in general investigations invol- 
ving violation of law, and the 
Economic Division. The Hconomic 
Division, because of the comprehen- 
sive nature of the authority given 
to the Commission regarding investi- 
gation,has a very broad field. Tis 
division has investigated,for exam- 
ple, at one time or another, national 
wealth and income, power and gas, 
chain stores, stock dividends, 
cooperative marketing, cement, 

grain, sewing machines, and numerous 
other industries. Some of these 
investigations have been very exten- 
sive, taking years to complete. 

The chain store inquiry, for example, 
lasted four years. Thirty-four 
volumes or reports were published 
each one of which was devoted to some 
feature of chain store operations 


such as price policie&, special dis- 
counts and allowances, private 
brands, shortweighing, and sO MM» - 

A good many of the Commission's 
reports have been in the nature 
of pioneering studies. Take, for 
instance, its three volumes of 
reports on futures trading in 
erain. They are 75 percent statis— 
tical, and comprise the first com 
prehensive statistical analysis 
of futures trading ever published. 

In the case of bread the Com- 
mission made another very exhaustive 
and pioneering study of the cost of 
production. We distributed the 
figures for between two and three 
hundred bread plants, according 
to whether they were plants opera- 
ted by miltiplesplant companies. 
These figures are in turn consoli- 
dated by size of plant using 
first an arithmetic and then a 
geometric basis of progrdssion by 
volume of bDréad production and the 
results compared. 

The results are very interesting 
in that they do not show very much 
advantage for the comanies operating 
from two to several plants. This 
is the only broad statistical study 
of this character which has ever 
been made. 

Similarly, I may say that the 
chain store inquiry was more or less 
pioneering work. We had very little 
definite information and. still 
less statistical information abat 
chain stores until this analysis 
by the Federal Trade Commission 
was undertaken. As a result of this 
investigation, there is today avail- 
able a great deal of data about . 
chain store operating methods and 
results. 

Some of the Commission reports 
have resulted directly or meh Z 
in important legislation. 

I think there can be no doubt 
that the information obtained by the 
Commission in the meat packing inqui- 
ry was quite directly responsible 
for the passage of the Packers and 














Stockyards Act. All of you, I expeét, 7 


have heard of the Commission's in- 
quiry on power and gas utilities. 
TAoubt that anybody will dispute 
the fact that the information dis- 
closed in connection with that in- 
quiry was an ‘important factor in the 
passage of the recent legislation 
regulating electric utilities. the 
Federal Trade Commission's inquiry 
into Export Trade many years ago was 
also responsible in a large measure 
for the passage of the Webb-Pomerene 
Act. At least the Sommission. recom+ 
mended the legislation on this sub- 
ject that was subsequently adopted. 

In the case of cotton, the 
Commission began an inquiry in the 
early 20's, and after a long study, 
came to the conclusion that the only 
thing to do from the standpoint of 
the correction of the existing dis- 
counts in the distant future months 
as compared with the cash and near 
mouth futures deliveries on the New 
York futures contracts should be 
made at points in the South. A re- 
port to that effect was written 
recommending that that system be 
adopted on the New York Cotton. 
Exchange. It took six years for 
the New York Cotton Exchange to come 
around to the provosal but in 1929, 
the Exchange did adopt the system of 
outside delivery for their future 
contracts. hs 

I may refer to one other thing 
which might have some interest for 
you, I think. The Federal Trade 
Commission's reports on cotton, on 


grain, and subsequently on codperative 


marketing of farm products, are the 
first studies, I believe, that were 
ever made of the comparative costs 
of handling different farm products 
by codperatives on the one hand, 
and by independent merchants on the 
Other. Those of you who are inter- 
ested can find comparisons of that 
kind in those reports for several 
agricultural products. 

I might say just a word with 
reference to the organization of the 
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‘Economic Division of the Federal 


Trade Somaission for conducting 


“general inquiries. We have a 


chief economist, with two assis- 
tant chiefs, of which I happen 

to be one. The assistant chief 
economists are the men who general- 
ly direct the conduct of particu- 
lar inquiries. Besides that, we 
have two functional officers, a 
chief accountant and a chief 
statistician, who report directly 
to thechief economist. The chief 
statistician at certain times may 
be directly in charge of a parti- 
cular investigation, or the chief 
economist, may take direct super- 
vision of an inquiry in a pres- 
sure of several inquiries. 

The assistant chiefs, the: 
chief statistician, and the chief 
accountant, also function as 
advisers to the Chief Economist 
regarding the conduct of inquiries 
and the supervision of statist i- 


“cal and other general work that 


is involved. 

Another matter which has a 
direct bearing on the matter of 
unfair methods of competition 
is that of trade practice confer- 
ences. 

Trade practice conference 
procedure in the Commission has a 
rather interesting development 
historically. It arose about 1918 
around the close of the War, as I 
recall it, or thereabouts. The 
Commission found in certain @ses 
upon investigation of a particular 
trade practice, that not only one 
concern but practically every mem 
ber of the industry was using 
the same practice. Naturally,: 
the question arose, why should you 
proceed against one organization 
and not the others, or should you 
proceed at all? Obviously, if you 
are going to atop this practice, 
you must stop not one. but-e very- 
body from using it. Out of this 
arose the idea of calling inall 
the representatives of the industry 
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using the practice complained of in an ef- in the Act as to whether the general as 
That was 
the origin of the trade-practice confer- 


fort to correct the situation. 


ence. : 
If you were obliged to bring com- 


plaints against every one of say 70 or 


80 concerns in the industry, it was 
also obvious that it would be a tre- 
mendously expensive procedure. The 
conclusion was, therefore, that both 
the expense and time might be saved 
by bringing in all the industry. 
that time, the trade practice con- 
ference work has steadily increased, 
many industries having asked for 
trade practice conferences for tne 
elimination of various practices and 
abuses which exist or prevail in the 
industry. This work is under the ju- 
risdiction of the Trade Practice 
Conference Board, composed of three 
members; who confer with the indus- 
try, both formally and informally 
consider proposed rules and make 
recommendations as to what the trade 
practice conference rules for the in- 
dustry should contain. The probabi- 
lities are, I assume, that in the 
future that work is going to expand. 
Nobody knows, but that seems to be 
very much the present indication. 


DISCUSSION 

Question: You mentioned the 
Clayton Act prohibiting interlocking 
directorates. 
in the different organizations would 
be required to call it an interlock- 
ing directorate? My impression is 
that there are a great many corpora- 
tions today which have interlocking 
directorates with other corporations. 
What is the situation today with re- 
‘gard to this? 
Answer: I could not tell you that 
bdcause I do not know how far we have 
gone toward the elimination of it. 
I think there was quite an agitation 
and quite a decided tendency, as far 
as I know, to get rid of that situa- 
tion. These prohibitions in many 
cases are qualified by the clauses 


Since 


Just how many directors 


‘general statements. 


efféct may be to substantially les- 
sen competition and to create 

a monopoly, and I. cannot answer 
that question specifically because, 
frankly, I do not know. I have 
never made any check-up in tha 
respect. — 
Question: I am. interested in 
knowing whether there isa liai- 

son maintained between the Fed- 

eral Trade Commission and the 
Department of Justice in so far as 
the latter department responds to 
the enforcement of the anfi-trust 
laws, and how is that effected? 
Answer: There has always been an 
attempt 4t a liaison; that is to 
say, there has always been some 
discussion between the Commission 
and the Department of Justice with 
reference to specific matters. 

They have asked the Commission 
questions and the Commission makes 
inquiries of them. The Commission 
has also furnished data to the 
Department of Justice for action. 
There is no formal liaison arrange- 
ment but there have always been 

more or less informal contacts 
between the Department and the Com — 
mission one way oT another. Sometimes 
there has been bnformation that we 
have collected in our investigations 
which has been used by the Department 
of Justice, in certain cases inv whites 
they have proceeded under the Sher man 
Anti-Trust laws. 

Question: You raised the point that 
the Commission has made an investi- 
gation in the cost of producing 
bread in the concerns of various 
sizes, but I do not recall that you 
gave the results, and I was inter- 
ested in knowing a little more about 
that. 

Answer: I did not make any state- 
ment about that because it is a 
little too difficult to make any 

In showing 

the difference in costs between the 


single and the miltiple-~-plant.outfits, 


i 
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the figures are very detailed, go 
‘detailed, in fact; that I could 

not carry the exact classifica- 
tions in my mind. One of the rea- 
sons-for that would be the fact that 
our results covered a period of 
four years, and the number of 
plants that we had available was 
not the same in all four years. 
Therefore there is a variation 

in the results from year to year 
during that period. To try to 
generalize a statement in terms of 
all four years is rather difficult. 
‘ I’could only say this, / nega- 
tively, that lower costs for the 
multiple~plant companies are not 
very definitely established by those 
figures. There is apparently some 
tendency in the larger size groups . 
for the miltiple_plant companies 

to show somewhat lower costs than 
the single plants, but we are also 
faced with the fact s€ that the very 
large plants among the single 
Classes are relatively few so that 
the samples of the single plant 
costs in the higher-size ranges is 
very limited. The multiple-~plant 
group has a much larger number of 
plants in these ranges. In the 
smaller sizes, the very small sizes 
of plants, the results are practi. 
cally uniform in all years. The 
single-plant company costs were 
lower than those of the plants 


operated by maltiple-plant companies. 


When you get into the higher ranges 
of size, there is some tendency in 
favor of the mltiple plants, but 
this is qualified by the thin sam 
ple of single-plant company costs. 
Question: I'd like to know what 
happens to a company that is found 
to be violating the law. Would 

it be given notice to desist 
without being given a penalty? 
Answer: No penalty goes with an 
order to desist, unless they are 
subsequently found to be violating 
the order. Then the Commission 
goes into the courts and gets an 
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order prohibiting them from 
Continuing. The Commission's 
orders are not punitive in charac- 
ter. The only punitive character-— 
istic cones from the. order of the 
Court which can punish fer con- 
tempt any subsequent violations of 
its order. 

Question: What discretion does 
the Court have in upholding or 

not upholding the findings of 

the Commission? 

Answer: The best answer I could 
probably make is tm t the law 
says: "The findings of the Com 
mission, if supported by the tes- 
timony,shall be conclusive", 

or something to that effect. 
I.think it is fair to say that 
this has been variously interpreted 
by the Courts, and the question 
always is present as to whether the 
court feels the Commission's find- 
ings are sufficient and adequately 
supported by testimony. If the. 
Court finds it is not, then. they 
have a right to throw the case oute 
I may say that in the last 16 or 
17 cases, or something like that 
number, in which the Commission 
has been in Court, the Commissim 
has been uniformly upheld. Now I 
don't know what the nature of those 
casés was; nor Aand whether that 
record is going to be continued 

in the future. But at any rate, 
that is the record in recent 

cases and the Yommission has had 
an almost continuous series of 
victories in the Sourts now for 
some time, Sooner or later we may 
get a reversal however. 

Question: After the Commission 
finds a certain practice contrary 
to law and unreasonable, will an 
action lie by a competitor of the 
company that is engaged in the nrac- 
tice to recover damages for the 
period previous to the finding of 
the Commission? - 

Answer: There are provisions for 
recovering damages in private 
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‘suits under the Clayton Act but not 
under the Federal Trade Commis- _ 

sion Act. People frequently think 

of the Trade Commission Act as 
an-anti-trust, Act... This is not 
technically correct... The Clayton 
‘Act: prohibiting price discrimina- 
tions, exclusive and tieing con- — 
tracts, holding corporations and 
interlocking directorates, is speci- 
fically an anti-trust act'and damages, 
therefore, in private suits may lie 
under that Act, but not under the 
Trade Commission Act. It may be 
possible to find an order by the 
Commission under section 5 fora 
practice which a private party might 
claim was a violation also of the 
Sherman Anti-Trust or Clayton law, 

but you. would have to prove that. 

A private party would have a better 
case if the Commission's order was 
made under the Clayton Act as well 

as Section 5 of the Trade Commission 
Act. 

question: Have there been any effects 
on the prices, of particular commo- 
dities as the results of dissolution 
of monopolies or trusts in particular 
industries? 

Answer: There has been little study 
made of that particular phase by the 
Bureau of Corporations, or by the 
Federal Trade Commission. The Bureau 
of Corporations just before the Trade 
Jommission was organized, made a study 
of the effects of the tobacco disso- 
lution, Volume III of the Report on 
the Tobacco Industry. There was some 
study of prices and also of the effects 
of the dissolution in the report as 

T recall it. The report indicated some- 
thing to the effect that there was 
little change in prices. There was, 
‘lowever, a very great increase in 
competitive advertising. 

More recently, there has been a 
study by Reavis Cox - I have forgotten 
the exact title of it, but it wasa 
thesis at Columbia, which discusses 
the competitive situation following 


the tobacco dissolution. 

Certain conditions are a matter 
of general knowledge, but have not 
been written up. For example, 
after the Standard Oil dissolu- 
tion, the various constituent sub- 
sidiaries which made up the orignnal 
Standard Oil trust and subsequently 
the Standard Oil Company of New 
Jersey, which succeeded the trust 
after the passage of the New Jersey 
Holding Company Act, maintained for 
a long time their original marketing 
territories. In other words, the 
Standard Oil of Indiana had a defi- 
nite marketing territory; the Stand- 
ard Oil of New York, and the Stand- 
ard Oil of New Jersdy had a defi- 
nite territory prior to dissolution 
which was subsequently maintained. 

I understand that there has been 
a change in that respect in recent 
years. 

Right now, of course, the 
price situation in cigarettes does 
indicate that some cigarette prices 
have come down, but of course, it 
is a long time since the tobacco 
dissolution, and the depression has 
had a great deal to do with prices, 
as well as the dissolution of the 
trust. 

Question: In the case where the 
Commission has some choice about 
finding certain practices unfair un- 
cer the Federal Trade Commission Act 
or the Clayton Anti-Trust Act, does 
it declare it a violation of policy 
or does it nave any preference, or 
Coes it try to bring out all of 

the acts? 
Answer: I would say that the prac-— 
tice has varied, and with it the. 
decisions, very largely on the 
basis of the judgment of the Com 
mission as to how the case should 
be handled. There have been cases 
where the Commission has proceeded 
ageinst the particular practice 
uncer Section 5 and also under 
either Sections 2 or 3. I think the 











question is one as to whether or 
not a practice is a violation of 
both statutes. 
. The debates in Congress would 
seem to indicate this interpreta- 
tion. I would say that the infer- 
ence would necessarily be that in 
all instances, violations of 
Sections 2 or 3 were also unfair 
methods of competition. Ido not 
make this as a statement of fact 
but I don't think that all cases 
under Sections 2 and 3 would also 
be brought under Section 5. 

Please don't hold me for .accu- 
racy on that, because I am not cer- 
tain. 

Question: What were some of the 
Commission's findings in regard to 
the chain store investigations? 
Answer: That is a pretty large 
order. We wrote a whole volume 

on it,about one hundred pages, and 
it is full of a good deal of law. 

I don't think I could really attempt 
to summarize it. I.suggest that you 
ask for the final report of the 
Trade Commission on the chain store 
investigation. I might say that 
you could get any of the chain 

store reports by asking for then; 
they are all in print with the 
exception of one or two studies. 

There are a good many things 
brought out in the investigation 
with regard to discounts and allow- 
ances. We had under survey some 
fourteen hundred manufacturers for 
all their discounts and allowances 
of every *ype. We tabulated all of 
them. You could find the percentage 
rates paid to different types of 
chains; the actual amount paid for 
volume, for advertising, for dis- 
play, dtc. 

There was also an extensive 
volume on price policy, showing 
how the chain store is in a position 
by operating over a large territory 
to keep prices down or take a narrow 
margin in one area and take a 
higher margin in another. Sometimes 


those conditions may be covered 

by competitive situations, One man 
told me that —~ "It i¢ no use. We 
just can't sell cigarettes in the 
Bowery section of New York City for 
the same price we can sell them on 
uppe r Broadway." 

Question: Does the Commission have 
any definite attitude towards giving 
its orders or to its original juris- 
dictions? 

Answers I can't answer that because 
it is a question of policy. 

Question: You are not willing to 
express an opinion on that? 

Answer: No. 

Question: Is the jurisdiction of 

the Commission limited to the types 
of business that operate in inter 
state commerce? 

Answer: That is right. [eis 
restricted to corporations dealing 
in interstate commerce and has no 
authority over individuals. 

Question: Would you say something, 
please, about the Better Business 
Bureaus? Do you ever have any 
contact with them, or are they prac- 
tically confined to smaller tranmc- 
tions? 

Answer: I don't know much about 
that except that I do know that the . 
Commission, in certain cases, has 
contacted the Better Business Bureaus. 
There have also been cases where sich 
bureaus have filed complaints with 
the Commission. We have had some 
contacts with them in connection with 
their work. : 
Question: I have a couple of ques- 
tions. One is in regard as to how 
the Federal Trade Commission distin-—: 
guishes between interstate and non- 
interstate commerce, and the other 
question I want to ask is on what 
grounds do you originate your inves- 
tigations? Are they only on complain 
or may you start investigation your-: 
self? 

Answer; Answering the first ques- 
tion, the Act says that the Commis-— 
sion has jurisdiction over corpora~ 
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tions. 

As defined by the Act, these 
corporations are those engaged 
in interstate commerce. So that 
all we have to know is the fact that 
a corporation is engaged in com 
merce. 

The heifer question I didn't 
quite get. 
Question: Do-you eo ae your 
investigations.only on complaint, 
or may you originate them if you 
suspect that there are unfair.methods? 
Answer: There is no restriction 
on origination by the Commission. 
I mean that the general powers under 
Section 6 specifically authorize 
the Commission to undertake investi- 
gations on its own motion or at the 
direction of Congress or the Pres- 
ident in certain cases. Complaints 
of violations of law may come-in 
in any way. Anybody may write 
into ‘the Commission and complain 
about something. At other times 
members of the staff may call to tthe 
attention of the Commission certain 
things that come to their atten- 
tion.* There is no Jimitation as 
to where complaints may originate. 

You know something about the 
monetary or rather the financial 
situation in most Government De- 
partments. Speaking generally, I 
_ think it is probably fair to say 
that most of the staffs ard kept 
pretty. busy with the money they 
have. When it comes to the ques-— 
tion of hunting up cases, you simply 
don't have the time or the money 
to do it. But these comlaints 
come in, of every sort. and des-— 
cription, from all sorts of 
sources, some which are surprising. 
You never think of certain sources 
as being the ones from which com- 
plaints would originate. Nonethe 
-less, they do. 
Question: Do you think the tenden- 
cy towards monopoly has shown any 
inclination to decline since the 
Commission started its work? 


Would there be any basis for 

making such a compar ison? 

Answer: I really don't think thee 
is any very satisfactory basis 

for making those comparisons. This 
situation is in a constant state 

of flux. We had this terrific up- 
swing in the movement for consolida- 
tion from 1898 to 1903 - it wasa 
tremendous growth. 

In 1901 the United spacey Steel 
Corporation was organized witha 
capital of $550,000,000 preferred, 
of $450,000,000 common, and $300, 000,000 
of bonds. That was in 1901 - 34 years © 
ago. Consider the. fact that. we 
have only one company in the indus-— 
trial field that has capitaliza-. 
tion that is comparable to that, 
and you get some measure as to the 
consolidation movement back in 1901. 

I made a personal calculatim 
as to capitalization of consolida- 
tions.a great many years ago. .I 
can't give you the exact figures. 

I tabhlated the gross stocks and 
bonds issued by all. the companies 
that I could find during this 
period 1898-1903. 

Certain companies were recombined. 
Take for illustration, the lllindis 
Steel and Wire Company. This was 
formed by consolidation of certain 
plants in Illinois. The I, linois 
Steel and Wire Company became a 
constituent corporation of the 
American Steel and Wire Company. 
This became a constituent company 
of the American Steel and Wire 
Company of New Jersey. This com- 
pany in time went into-the United 
States Steel Company in 1901. 

There were three consolidations 
in a period of from two to three 
years. The capitalizations were 
turned into the Stock Exchange 
repeatedly. 

I came out with a net total of 
several billion dollars of secu- 
rities issued by combination from 
1398-1903. It was a very high total 
after eliminating all these things. 

















The Panic came in 1907; the 
dissolution proceedings started; 
the Trade Commission and Clayton 
Acts came in 1914. I don't think 
there are on record any very great 
number of large consolidations 
that have been put through since 
the last date. I can't say that 
I have made any definite check-up, 
but none comes to my mind except 
one or two in the steel business. 
I think probably in some other 
lines there have been a few. 

If you look back at the pic- 
ture of the period from 1898 to 
1903 and see what happened there, 
anything that happened in any six 
years since is not very large in 
comparison. 

Question: Is the Commission going 
to be likely to use any of the 
reports of other agencies that 
duplicated their work? Are they 
likely to be of service to their 
records? 

Answer: Well, as far as economic 
work is concerned, I rather doubt 
that they will, but I have had 
Many business reports which have 
always been of some help to us in 


connection with particular economic 


studies. Generally, however, we 
like and prefer to get our om 
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figures, and we usually do. We 
have a well-organized accounting 
staff, and we prefer to get our 
own data where we can, so that we 
know what the figures mean. 

All these reports of the 

Brookings people dealing with the 
trade association questions, ail 
the NRA reports dealing with such 
cases, are in many instences like- 
ly to be of considerable value. 
As far as NRA reports are concern- 
ed, we are trying to get them. Of 
some, however, there ere only four 
or five copies in existence. 

i have in mind particularly 
my own situation when I tried to 
get hold of a certain NRA report 
of wnich there were only a few 
copies. I spent the best part of 
an afternoon on the phone trying 
to get the réport. I finally got 
it and it was a last carbon that 
you could only read if you spent 
a greet deal of time. 

There is no question in my 
mind that some of the informa- 
tion in connection with the NRA 
reports would be of great value 
to the Commission. They contain 
information in connection with 
the code operations which is bound 
to be of considerable service. 
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GOVERNMENT amd the CONSUMER 


By Drs. Clarence» Ayres 
Director Consumers Project 
Denertment cf Labor 


acai 


I feel miore at: hone here than I 
haye any time since I heve been in 
Washington. There is a certain “co 
demic calm that pervades this room 
that does not seem to.prevail else- 
where, at least in those places to 


‘which I have penetrated. 


It is,-I suppose, althkcether ap= 
prcepriate that consumpticn should. be 
the last subject to be dealt with in 
this series of lectures. Consumption 
is the end of econcnic activity. It 
is the end towaré which all econcric 
activity is presumably concucted, and 
it is the end cf the processes in a 
temporal sense alsc. In addition, it 


-is the last: thing that economists 


ever think of, and the very word ite 
self is the name of a deadly dis- 
ease. A very intcresting subject for 
some graduate stucent to work cut a 
doctor's thesis on would be the ex- 
ti@at of the neglect cf consumption 
by the classical econcmistse 
Another one would be the extent and 
causes of the neglect of the subject 
by governments and other responsible 
authcrities. 

Of course, it might be argued that 


problems cf consumpticn are adequat- 


ely dealt with at other points in the 
theoretical structure cf economics 
and the administretive structure of 
governnent, but that depends entirely 
on what you mean by ccnsum tion. 
There is no subject in the field of 
economies which bears more scars, or 
dceper scans of adademic logic chop- 
ping than consumption. It is some- 
times defined in such a way as to 
make it consistent with the whole 

If consumption and 
production are parallel, a continuous 
process, why then it can be argued 


of course that every economic acti- 


vity is a censumer activity in ex- 
actly the same degree as it is a 


producing activity. 

If all production is a contri- 
bution of services, es many ecomMttal 
nomists have ar 7ued--Professor 
Pizou only recently--that means 
that-it is a transitional process, 
or a metabolism te which the ana- 
bdlism of production and the cate= 
olism of consumption are equelly 
essential. ‘Well, of course, the 
effect of any such definition of 
ecnsumption as that is to give con= 
sumption universal meaning, and no 
reaninz at ell. It ceases to be an 
essential aspect or phase cf the 
economic process, or to represent 
any special set cf problems, and be- 
cores simply cone of the synonym names; 
one of the tautological terms with 
which eccnanic theory is so replete. 

If you step anc think over what 
we mean by consumption, you will 
find thet we extend cur definition 
too far and also confine -it within 
tco narrow lirniits, so that we make 
the opvosite mistake in each of two 
different vhases cf consumption. 
When we think of consumpticn as a 
orocess, comparing it with pro- 
duction, we are very prone to extend 
it throughout the whole economic: 
process. Thus it has beem argued by 
responsible goverment adninistre— 


- tors thet the protection of the con- 


sunine interest extends throughout 
the whole cf industrial society so 
that there is no region in the in- 
dustrial »rocess to which the inter- 
ests cf consmaers" counsels are more 
apylienble than any other region. 
Such a definition seems to ne to be- 
cone meaningless by becoming uni- 
versale 

But, on the other hand, another 
defect to which our reasoning on the 
subject of consumption is only too 
prone is that of confining the de=- 


we are thinkins 
whus, in facing the 


‘'@roup, the consumers. 


a 


‘present=tion fron producers. 


-cf the. .consuner, 


finition within too narrow limits when: 
of the consumers. 
problem ef cone 
sumption as officers of the governe 
ment, we sometines think that it is 
our pablus ir business tc represent 
the interests of a certain special 

we sonetines 
‘think that the consumers must be 
distinguished in this business of re- 
Thus I 
have heard quite intelligent, meet 
ble, responsible, sane noople-- 
relatively sane-<-arrue thet it is the 
business of any consumer azency to 
represent the interests. of organized’ 
or ynorganized sroups cf consuners 

as against the interests of rro~ 
cdueers and that wherever eny consumer 
organizaticn is under discussion, the 
most important thing is tc ensure 
that no representative of any. pro 
Cueer shall be a member of. that 
organization, like a "capitalist 
pigeon” in.a labor organizatio “ai 
SO OMe 

»» sOf ccurse, the same point can be 
made with reference to labor. It. can 
also be argued that the interests of 
labor sometimes conflict with those 
Any given trace 
union, for examp§e, may be in a 
riesition to acvance the interests c 
its special members by wage baraing " 
ing, the effect of which will be to 
rass on to the consumer the addition—’ 
ak cost cof the wage increase of that- 
particular class of laborers. , Such 
being the case, it is argued, ithe 
interests of consumers as a ~roup, 

as a class of people, are divergent 


stcol 
and 


- fron the interests of labor, at all 


events, this particular group .of 
Laboirazs'. 

‘It seems to me that that line -of 
argument is bcth intellectually spur- 
ious, and also administratively a 
serious dencer to clarity of thinking 
and consistency cof action. In order 
for amy such special group to be con= 
stituted, it must necessarily perform 
the function by which that group is 
defined, and not perform the functions 
by which the other groups are defined. 


_pathological. 
hospital patient may be a consumer 


,orraenized 


‘employees, 
.: Situation 


So thet; if you are to argue that con= 
suners rust be regarded as a special 
eroup or class, whose interests are 
divergent from prceducers, then it 
must be presumed that there are some 
consumers whe are not producers, and 
vice versa. Now, of ecurse, it is 
nerfectly obvicus: that there are not, 
that there is no consumer--well, if 

we excevt certain very special pathos 
logical cases,.yhysically ana socially 
I mean to say that a 


and not .a-preduecer, althcuzh it might 
be argued that he fives emplcyment to 
scmeone.. I_.think that gossibly 


‘Bernard Mandevill and Henry -Seager 


would- have argued that at all events 


. such.a patient gives employment. 


ene 


There nay‘ be sccially pathological 


" cases. in ‘which :certaim people do have 


mc visible means; of support, thet’ is, 
ngage in-no eonsistent, constructive 
effcrt of any kind. Of course, barr= 
ing ‘the effort ¢f cestunery and make- 
up, and so on, which-no doubt is very 
eonsicerable, but is nct classed among 
gainful necuRe ticns in the census 
mabe Barring these few exceptions, 
everyone “isa pregucers 


Any organized sroun identifying 


-itself as a consumer organization will, 


of -ecurse, consist of individuals 
‘each one of whom belonss to other 
=rodueers' croupse In this 
sense the distinction is by no means 
a theoretical one but is’ a practical 


‘distinction quite on the level of 


the distinction between employers and 
employees; that is, the consumer is 
not a snecial class in the sense in 
which employees are a special class. 
Very fey employees are also employers, 
and erployers as a group are not also 
In.order to imagine a 
that would be practically 
analogous to.the relation of con= 
sumers to producers in the field of 
the employer-enployee relationship, 
you would have to coneeive of & Site 
uation in which every employer was 
also himself in person a laborer, that 
is tc say, spends a certain portion 
of his time working for wages; and 














every worker was also himself an em- 
ployer of labor in scme other carnage 
city at some other ncrtion of his 
time. Because, cf course, that is 
the situaticn as resar’s “roducers 
and consumers. ‘What you are talking 
about here at this menent is not the 
fact that zroducers have cortain 
vague remote interests in consuming. 
Every producer consuries food, end 
clothes, and shelter, anc so on,‘in 
exactly the sane fashion as cvery 
individual member cf the populaticn: 
in fact, the greeter vrcducer he is, 
the Greater consumer he is. And 
every consumer, of ccurse, spends a 
very considerable wart cf his time 
gainfully employed, thet is to say, 
as a producer. 

The ettempt to dcfine the con- 
sumer group as 4 special groum has to 
be given up because it just won't 
hold water intellectually. Of course 
the intcrest in that tyre of de= 


finition is a very =ractical interest. 


It is smetimes ergued thet what we 
should de in the goverment is to re- 
present organized pressure groups 

of consumers. Ycu will find in the 
Brookings report cn the N.RB.A. a 
very interesting chazter on the work 
of the Consumers’ Acvisory Board of 
the N.R-A. in which this point is 
very clearly made by Prefessor Paul 
Homan of Cornell University, that 
While theoretically the Consumers’ 
Acvisory Board had a more rctent 
clientele than any other wing of the 
Recovery Acministraticn, actuelly the 
size of its clientelo vas self-de- 
featingz. The fact that when you ,;¢t 
right down to it the consumer is 
everybody means that there is no 

such thing as & consumer pressure 
Grouz amc mever can be. There may 
be special consumer pressure froups. 
I mean to say you nicht, conceivebly, 
get together an international 
amalcamatec association of peanut 
eaters, which would yresent their 
special interest as acainst the rest 
of the population. You might even, 
of course, get special pressure | 
group orgamizations representing 


\ 


‘carties. 
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special types of consumer distri- 
dution, like various tyres of co- 
operative organizaticns.e 

Of course, in the countries in 
which ecoperatives have made the 
ereatest headway, it is true that 
the ccoperatives have been assoce 
iated with special political 
In sctie countrics, Tor 
exanirle, such as Norway anc Swecen, 
the eccveretives have themselves 
ecnstitutec a svecial zolitical 
nartye You may get special con— 
sumer nressure crcups, but to think 
cf the consumer as a special class 
or Civision of the population, sus- 
centible of being organized into 
ecnsumer pressure grouts, is just 
tc think wrongly. Consumption is 
not that sort of thing, and that 
sort of organization simply is not 
possible under the circumstances. 

Another cefect of the attempt to 
represent tho ecnsuner in the 
eovernmnent, tc do scmething about 
the consumereeeseeeal dO not mean to 
carp! Of course everyone knows 
that the ecnsumer has only recently 
beccme erticulate in governmental 
halis. Government agencies acting 
in the avowed interest of consumers 
are, as yet, very few and those few 
are very recent. "Their setivigies 
ere uncergoing definition. They 
are ag yet, perhaps, not fully 
orientec. “we are in process of 
fincing orientation for them, and 
it is a big job. Another diffi- 
culty which we encounter as a re- 
sult of definins consumer interests 
too broadly anc defining the con- 
sumer ¢rouyp tco narrowly is the pre- 
sunption that the function of con— 
sumer representation in the govern- 
ment is a protective function; pro- 
tective of the consumer group, of 
consumers as & class, wherever the 
interests cf consumers conflict 
with these of producers at any. voint 
in the whole industrial »vrocess. 

According to thet conception, in 
short, the consumer interest is 
something like the still small vcice 
of cconscicnece. Wwe say the consumer 
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interest is the publéec interest. ‘Tell, 
the consumer interest is the »ublic 
interest in a certain sense, that is 
to ct the econsumor is the public. 
Nevertheless, to dcfine the cnnsmers’ 
interest as the public intercst in 
such a way as to establish a complete 
identity in the minds of the public, 
ond cf the government, cae ee say- 
ing not only that the ccnsunec 
interest is the public Le but 
also that the public interest is the 
consumers' interest. at oll prceints in 
all probleris. Any such icentification 
as that hes the effect of sacdling the 
peor, unfortunate consumer cency with 
the entire burden of the public cone 
sticnes, 2 a 
New, the ecnsumer agéncics are not 
suffi ciently es am for that. The 
still, small voice of conscienge is 
all very well. The consumers! agency 
can be still and, up to the present 
tine, such consumer agencies as we 
have are certainly small. But that 
they should undertake: the. function in 
the public conscience, that we should 
think cf the protecticn of the inter- 
est of the consumer as boing tanta- 
mount to naintaining public decency, 
of honesty, fair dealing, upright in- 
dustrial contact throughout. the whole 
structure of business: . thet is 
sinply a fante .stic overstatement of 
the consumer preblen. 


Actually, of course, aban we are 
not proposing to be administrative or 
theoretical, we find it easy enough 


to define what we mean hy consuming 
and what we mean by consumerse Ecos 
nomists may spin fine arsuments to 

the effect thut the mine consunes 
picks and shovels, ov, say railway 
transnortation; the smelter consumes 
ore; the ‘rolling mill consumes ingots; 
the railway builder ccnsunes the pro- 
duct of the rolling mills ana the 
transpcrtation industry consumes the 
product of the railway builder; and- 
then you have got around to the start- 
ing point cf the circle again--the 
mine consumes transportation, and so 
cm, around and around. Nevertheless, 


when we are. thinking of the problems 
of the consumer on the sidewalk, I 
noan to say cutside of our seminars, 
cutside the covers of our economic 
treatises, and cutside the government 
offices, we all understand perfectly 
clearly that what we mean-by con= 
suzing is possessing ourselves of end 
rroducts of industry, and using them 
>» The using up--of course it tekes 
Cifferent periods cf time. A well= 
built house nay last several senera= 
ticns, but-it is being. used up through— 
out that entire process. A suit of - 
clothes takes lenger to use up than 
a dinner, nevertheless it is being: 
used uy frem the mcment. it. is ~ut on, 
once ,it ae cone off the shelves of 
business, whem it has been put cn,and 
draped. ene the figure of the ulti- 
mate consumer. 

When we talk abcut the ultinate 
consumer, of course, what we mean is 
the real consumer, the consumer in 
when oll sensible people are interest— 
ed, the consumer whese ;roblens con=— 
Bikate the special cifficulty with 
which we are confrented, if indeed we 
are confrented with any special diffi- 
culties “nd.cre nit roerely using the 
word. as @ synonym for all the old 
difficulties we ever hace And we are 
implying thet the non-ultimate con- 
sumer is not a ccnsumer at all, he is 
just a figment of the inacinatd ons or 
econcnistse 

The same thing, of course, is true 
of the function of consuming. It is 
that of possessing in curselves and 
using upe And that which is so con= 
sunied is ccnsumers’ goods. At this 
point, intercsting enough, no con- 
fusion has ever arisen. The distinc- 
ticn between consumers’ goods and 
producers’ goods is precisely the 
distincticn between goods which are 
rassing down the throat. of the ulti- 
mate consumer, which are actually be- 
ing pulled over the lees of the ulti-_ 
mate consumer, and goods which are 
not undergoing such processes. A 
pair of trousers is not necessarily 
consumers’ gcods; it depends entirely 
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on whether somebody is wearing them. 
Food is capital. It is capital on 
the shelves and in the refriger= 
etors of perehousemen, wholesalers, 
jebbers, and.woven retailers. The 
shanks of meet heancins in the bute 
cher's refrigerator ccnstitute 
eapital, circulating cepital. That, 
neat becomes ccnsumers’ goods the 
minute itis cut off the shank and 
handed to a purchaser whose intent. 
is to ext the meet, and the consuming 
is the process of r«ssessing oure 
selves of that meet with intent to. 
eat it, and proceeding to do so. At 
that point no confusicn.has ever 
existed. psig 

Consumers’ gocds are not a special 
type of gocds. i moan to say, you 
cannot take a picture «nd identify 
ecnsumers’ goods in the picture, ex= 
cert you také e picture of saebody 
eating then or wearing then. The 
functicn is perfectly clear in terms 
of the goods. Very well: consuliers 
goods are goods. which are undergoing 
consumption in the sense in which - 
that word is also used to designate 
2 disease. That disease, phthisis, 
or tuberculosis, is so called be- 
eause it ecnsumies the body. It uses 
it upe The process of using up is 
consummtion, and anyone is a consumer 
and everyone is a eccnsumer at the 
rionent when and to the decree to 
which he »cssesses himself of things 
with the intent of using them up and 
actually does SO. 

Now then, cur special problens-- 
the theoretical economic problems 
and the sovernmental administrative 
problems of defending the consuners' 
interest--must be ufcerstccd in terms 
of our clarification of that interest 
and our definition of consumpticn, 
comsuners, end consumers’ fo00Se 
What are those spe¢ial rroblens? It 
seens to me that there are two major 
problems with which we ere presented 
by the special stetus cf consuners! 
goods, and the consuming function, 
under nodern in@ustrial society. It 


seems to me a great mistake to attempt 
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to define the rewresentation cf 
consuners interests in terms cf 
protecting and preventing not only 
because what you are then cormitted 
tc vrrotecting anc preventing runs 
all: thrcuch the whcle range of 
husiness activity, but also because 
your functions are wholly negative 
as they are usually defined. The 
revresentation of ecnsumers' inter= 
ests, so.ccneecived, is a mtter of 
estopment. "Go and find whet Johnny 
is doing end stop him"--one could 
translate thet into formal terms of 
the Consumers’ Advisory Board very 
easily. Go and find what the ecde, 
authcrities are coing anc stop 
then: something like that was the 
functicn of the Consumers! Advisory 
Board. That is not adequate because 
it coes not represent any positive 
policy. But there are tio respects, 
it seems tc me, in which an affirma- 
tive, positive pclicy is denanded 
of us by very special pressing 
~roblemse 

First, as regarcs consumers' 
co0cse It used to be said that the 
buyer must beware. That principle, 
insofar.as it was ever applicable, 
inscfar as it was ever just, applied 
to a situation in which buyers 
uncerstood the zrocesses and mater 
jals cf production very nearly as 
well as the producers themselves. 
The erain was all grown in the same 
recicon in which it was milled. If 
eny of it was infected with rust, 
everybody in the community know 
the danger. I mean to say that 
if the season was particularly damp 
anc the crain mildewed in the shock, 
everybody in the community knew it 
anc knew what to look out for in 
that seascn's flour. All the ‘grain 
of the comnunity was milled within 
the villece itself. The merry 
miller with his dusty apron is one 
of the leading digures of our 
Eurcpean folklore. The same thing 
is true, cf course, of all the other 
sroductive processes and productse 
Everycne in the community had an 


opportunity to watch the cobbler at 
his work and to see what kind of 
materials he used to adulterate his 
procuets. You know the old stanza 
about the purnle cow: "I never saw a 
purnle cow; I never hore to see one; 
but judging by this morning's milk, 
there certainly must te one! 

Everybody in the ccnmmunity pie. 
the well from which the milk was 
drawn and if the dairyman was scen 
of an early morning making too many 
trips back anc forth to. the well, 
everyone in the cormunity knew what 
it was all about and what to do 
about ite ive do not need to dwell 
on thst. It is sufficiently obvious 
thet the whole institutional and 
technological backercund cf the 
treatment ‘of consurniers, the tradi- 
tional treatment of c:nsumers, was 
changed by industrial society. 
Industry and society have presented 
us with a situation im which the net 
product. of industry is mest commlex 
and tiysterious end obscuree ‘“e do 
not know what is inside ncst of the 
things we buy. You buy 2 metal 
cabinet — you can buy them for just 
a few dollars now -— out of which, if 
you twiddlc a dial, ether waves ere 
snatched cut of space and booning 
voices tell you all about wheaties. 
Our refrigerating is cone mechani- 
‘cally now. ‘we ride in mechanical 
vehicles, etc. It &s sufficiently 
obvious that consumers' coods are 
extremely intricate and complex. No 
ene but a very special kind of chenist 
nowadays can tell what is in the cake 
you bring home from the hbeker. Has 
such and such chemical been used to 
procuce such and such a cclor effect 
or weighting effect, etc. 

Miss O'Brien was tclling just ree 
ecntly about something here in 
washington. A young woman bought a 
towel at a ‘iashington notion shcp, 
you know, what we used to call a 
Turkish bath towel. It seemed a good, 
substantial, hefty sort of towel. 
There was a whole lot to it. She 
passed it through her hands anc it 


o 


. here. 


seemed as thouch she was getting a 
pretty hefty prcduct. But when she 
washet. it.,. it emerced from the wash 
all lumpy. She coulen'tt understand 
why it was all Lumpy; ‘ but whe had 
heard that they had some testing 
abhparatus over’ at thé Bureau of Home 
Economies; sc she brought it there 
and showed it to Miss O'Brien, and 
she said, "Yell, those lumps are 
clay." The girl was duribfounded. 
She had never even known that manu= 
facturers weighted cotton thread with 
clay. Of course, it is done before 
the towel is made upe It is done in 
the yarn itself. But when the towel 


is put in the wash, the clay moves 


around and Lumps and forms those ” 
masses. Miss O'Brien proceeded to 
wash all the se! cut of that towel, 
ana she now has a little test. tube 
with about two ineches:of clay removed 


frem cne towel. 


The »rocesses cf industry are so 
complex and the tricks of the trade 
are so infinitely numerous that it 
is inpcssible that industrial society 
should »vroceed on the principle, 
"Caveat Emptor" any longer. ‘thether 
or not thet principle was ever valid, 
it certainly is not valid now. No 
one wuld argue that that: principle 
should be adhered to with respect to 
the entire ranvze of consumers' foods. 
If the prcposal were to be made that 
all pure food and drugs legislation 
should he wipec off the books and that 
the Foods anc Drugs Administration 
close up permanently, you would not 
find a business man in the Land who 
would accent any such proposal as that. 
On the contrary, one interesting 
circunstance with respect to S 5, the 
Pure Food and Drugs bill which has 
received most discussion in the pre- 
sent Congress, is the fact that the 
drug industry is fairly solidly lined 
up behind it. Whether thet is a re= 
commendation, of the bill: or the re- 
verse, I don't know, but it is an 
illustration which serves our purpose 
Everyone realizes that some 
sort of scrutiny of consumers’ goods 

















is thrust upen us by the complexity 
of mocern industry. 

What form is. thet scrutiny to take? 
There ysu have a very ecnsicerable 
achiinistrative. prcedlem. For oxauple, 
everyone knows the ‘“iscussicn, in 
ecnnection with the fcods, drugs and 
eosnetics legislation to which I have 
just. referred, over the relative 
merits of the Fecoc: and Drucs idminis- 
tration and the Federal Trade Cone 
mission, -as administretive agencies. 
Let's not go into thet, but I mention 
it only to-indcicate that ‘at every 
Single point, there ere difficult, 
serious administrative problems. 

But this we can sty, I think, that 
the huyer is entitled to know wha 

he is buying. 

_,.We have had soe interesting 
experiences with consumers'’ ccunty 
eouncils which were first organized 
in the first part of 1954 by the 
consumers’ division of the National 
Energency Council, Mrs. Rumsey's - 
special interest. Scme cf those 
consumers’ county councils have done 
sone interesting things. Some of 
them have attempted to scrutinize 
various consumers’ scocds in their 
immediate vicinity, heave done some 
testing anc have distributed the re- 
sults of the tests anongst their 
members, etc., and occasionally we 
have had complaints about that. 

When I cane to the Corsumers! Project 
this spring, a canner had appealed 

to a- local political friend, who in 
turn had aypealed to a United States 
Senator from that State about some 
erading of canned goods thet had been 
done by one of our ccunty councils. 

I didn't know anything about those 
canned goods. I didn't know whether 
that grading was accurate or not, I 
felt pretty sure that if it was not 
accurate, it wes simply a mistake, 
and that if the mistake could be 
pointed out, that the pecple who had 
ecnducted the test would be only too 
glad to acknowledge it and to correct 
whatever mistakes they might conceiv— 
ably have made in srading- But of 
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the questicn cf the right of those 
neonle to conduct those tests, it 
seenis to me there is no issue at 
aly, “Atvanl” evonte,’ TF put’ Pe up vo 
the Senetor: Do you question the 
richt of ccnsumers to serutinize 
ccods which are being expe sec 7 Ox 
sale? 

Tt is not a matter of privacy; 
of individual liberty. J mean tc 
say you can febricate any kinc cf 
breakfast fooc you like in ycur own 
hceuse, feec it to your children, bai 
you want, so long as the juvenile 
nrotective agency does not get after 
you; but when you offer it for sale 
ycu have then, it seems to me, come 
out’ in public, You are nce” longer 4 
private citizen Ccirecting his private 
affairs in his own waye You are 
rerforming a public function. TI 
think I am moving in the direction 
of saying youractivities are affect- 
ed with the public interest. If 
they are not, I don't know what 
affecticn of the public interest 
means. Possibly they are not affect- 
ing the rublic interest in the 
technical sense in’ which that phrase 
is applied to public utilities, but 
that such goods should be subject 
to scrutiny, I do not believe any- 
body will deny. Thus I think that 
if, for example, yu shoulc propose 
to sell e suit of clothes ina 
sealed raper bag, I think that you 
woulc soon discover what the attitude 
of the rublic is om such a subject 
as that. 

Now that means that we ere pre- 
sentea with a very considerable 
y~roblem which we have only just 
seratched, the problem of knowing 
what is in the paper bag. What to 
Co ab-ut it - thet remains to be 
determined at a thousand different 
~oints. But the first thing to be 
determined is what is in the bag. 

On this side cf the issue, therefore, 
I should be inclined to say that the 
nost important thing that Govern- 
ment coula do for the consumer is 

to deseriwe eonsumers' gcods. 
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What does the phrase "all Wool" m 
mean? Does it meen woven of yarm the 
warp and woef of which both consist 
of yarns containing no other fibre 
than that shern from the back cf e 
sheep, or does it mean that both the 
warp and the wocf consist of yarns 
which ecntain sone fibres fron the 


« 


wheel tc the designation of color. 
Tho editor who read this had evident- 
ly never heard of: a color wheel. be=- 
fore anc thoucht this vas a brand new 
econtrivence te scicnee which had just 
strung full-blcwm from the brow of 
this no-doubt Harvard genius. Actu- 
ally, of course, the eolor wheel is 4 


back of a sheep, cr what? It secns very ancient device. 1t has been 
to me that that sort of problem, the used in elorentary school laboratories 
problem of defining and cescribing, for a half century and obviously may 


be azplied to these analytical problens 
very ensily. I mean to: say it is of 
course quite true that any color can 


encyclLovedically, if ycu like, is a 
governmental problem because it trans- 
cends the powers of all other agencies. 


It should be dene for industry as a 
whole. Of ccurse, } mean to say if 
you just think of it in terrsé¢of Mr, 
Hoover's celebrated problem of the 
sizes of bolts an¢ nuts, obviously 
it is to the interest of industry as 
a whole that the sizes of bolts and 
nuts should be standardized. It 
woulc be possible, of course, to de- 
Vise a system whereby belts and nuts 
were of different sizes and differ~ 
ent threading for practically every 
different device, so thet you could 
not use an automobile bolt on a lawn 
mower and vice versae But *. such 
gadgets can be standardized, defined, 
specified, so thet the gadgets, the 
fabrics, the materials, whatever it 
is yeu are talking abcut, are knewn 
by the same names wherever they are 
used. 

It seems to me there can be no 
argunent ahout thet. It weuld he 
ereatly to the advantace of all tusi- 
ness that such standardization should 
be effected. Take, if you like, such 
& simple thing as errors in eclors, 
ete. There is absolutely no reason 
why all colors should not be syecified 
in such 4 way thet a certain color, 
neme or formula would be er plicable 
to any conceivable fabric or material. 
It could be specified, as a matter 
of fact, by a number and a lettew, or 

whate Only just recently I saw some- 
' thing, it seems to me it wes im Tine, 
to the effect thet some greet genius, 
some colossal intellect, had con- 
ceived the idea of applying the color 


ne indicated by a very simple formula 
which anybedy cculd represent on 4 
color wheel. Thus your Sears-Roebuck 
cataloz would say with respect to a 
vincham housedress, 1, 2, 3, 4, X, Vy 
Z, onc you would have a little two-bit 
color wheel .s a part of your regulzr 
equizment in yorr sewing room, and 
yeuld sét the mumbers cf your color 
wheel by these letters and spin the 
wheel, and there is the color and it 
would shew you what colcr it is with-— 
out a hairbreadth's. deviation. Any-— 
body who has ever played with a color 
wheel in a school knows how very fine 
the differenées are thet can be re=— 
presented and distinguished on @ 
eclor wheel. That is the sort of 
thing we are talking about: that 

the Government or somebody should 
undertake to reduce the preposterous 
confusicn and bewilderment of the 
designation of ccnsumers' goods to 
some sort of renscn. 

It seems to me beyond argument 
that the Government must cdo ite I 
should even go further than tha’ and 
sey definitely, 1 believe it will be 
done cn a very extensive scale with- 
ina very short tine. It seems to 
me it is « matter now of years 
rather than of éeecades. I should 
say that even within our lifetine, 
the whole technique of description 
of consumers! soods will be ccomplete- 
ly altered. It is bound to be. It 
is impcssible that an intelligent 
peorle should stagger along in- 
definitely in the haze of bewilders 




















ment with respect to the things they 
use throughout their lives and in all 
their wariety of activities .and not 
know. wint they aro, fish, fcwl, or 
ec@e red herring. It is: im-ossible. 
Even the. multiplication cf fabrics 


and materials, etc., which has’ ocecurr- 


ed in the short time that has elaps- 
ed since the var; less than two 
decades — all the new synthetic 
fibres and pavers and other sorts of 
materials: that in itself, it seens 
tome, is the stimulus which is going 
to produce this movement. 

; Perhaps I. should not say this, but 
it is smething that we have thought 
about a great deal in the Consumers! 
Project, anc although we are e small 
organization and probably won't be 
able to accomplish very much, sone- 
thing alons this line is whet we 
woulc: like to do. “we talk in terms 
of an index of suz;rply, sort of an 
encyclonedia of c nsumers’ socds. 

As a symbol of whet mean take the 
United States Pharmaccrceia. With 
all due respect tc the work of 
Hervey Viley on the original Fceod 
ana Drugs jict and the herculean 
efforts of subsequent Food and Drug 
Administrations, I think that the 
United States Pharmaconceia is pro= 
bably more important. That is to say 
1 think that if we can-co.into.a 
drug store and buy a little powder 
and put it in cur mouths with re- 
lative assurance that we won't in- 
mediately go into a cataleptic fit 
and die, that is due chiefly to the 
existence of the United States 
Pharmacopocia. That is to say, the 
drugs are standardized, so that the 
deetor can write out a little forne 
ule with the absolute assurance that 
the local ~harmacist will put rre- 
cisely thet in the little paver twill 
and nothins else. When you think of 
what, might happen when you put a 
white powder. in ycur mouth and teke 
a swallow of weter after it, and 
then think cf the amazing assurance 
with which we do precisely that, you 
begin to realize what ve dic to the. 
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scientific designaticn of the pro- 


ducts which are used by pharmacists 
and are prescribed hy 2cetors and. 
taken by all cf uss. Now thet is 
what we are talking about. Isn't 

it nessible for an intellicent com- 
munity to describe all its goods? 
Why not? Is there any reason why it 
should not doit?” I-don't* think’ of 
anye 

Of course, thore is another pro 
hlen even more inortant in the long 
run, which is alsc quite definitely 
a consumer troblem. ie sometimes 
get wery tired of arguing abcut the 
sizes of teas in cams. It scems a 
little fatuous. It seems as though 
it really is not the imrortant thing. 
After all, even supposing that you 
could define yarns in such a way 
that you coulc tell by a glance at 
the label whether those sccks would 
endure a wash cr not, still that 
doesn't seem to be a life and death 
«roblem. What are consumers chiefly 
interested in? When ycu ask the 
question in that form the answer is 
pretty cbvious, itmm't it, -- pur- 
chasing power. 

If you give tecple enough purchas— 
ing power, it doesn't matter very 
nuch whether they are gypned by a 
store selling them a towel with a 
little clay init. “If they are vin 
sufficiently comfortable ecircum- 
stances, one little towel more or 
less isn't soins to hurt very much, 
IL am not arguing at all that we 
should i@nore other preblems because 
of the importance of the problem of 
purchasing power, but I am arguing 
that purchasing power is more import+ 
ent than any particular purchase. 

That, also, it seems to te, Asa 
consumer urobleme It is & consumer 
problem rather than a producer prob- 
lem'.for this reason. Industrial 
society has heen giving us a very 
pretty exhibition in recent years of 
the defect of cur present productive 
organization precisely at this point 
of the cistribution of >urchasing 
~cwer.e. Our medern industrial systom 
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is extraordinarily efficient from the 
point of view of turning out goods. 

It turns out goods in tremendous quan- 
tity and incredible variety, but 

there is just cne thing it won't do 
satisfactorily, and that is, distribute 
purchasing tower. Now why it won't 

is a very long and complex story. It 
might ~erheps be summarized in some 
such terms as these. 

The cconpetitive process whereby all 
business is creenized in terms of 
bidding, vericus agents bidding again- 
st each cther for meterials, parti- 
ally: processed goods and for labor, 
ete., is rerhaps effective cnough in 
the guidance which it afforcs to in- 
Givicuals in situations in which they 
ane called uyon to,make individual 
judements. JI mean if ycu are trying 
to decice what profession to go into, 
well, the, fact that ycu.are going to 
see m@ulot) of) teachers incapable cf 
ever locating a :osition, all over 
the landscape, may be perhaps a very 
valuable obs..rvation te you in de=- 
ciding not to become a teacher, or 
an architect, or what, and. you may 
beerme a business man. If you are 
attempting to make-up your nind 
whether "you shall stock a certain line 
or not, the fact that you sec unsold 
goods along those lines cn the shelves 
of other business men, is perhaps 4 
valuable cuide to you in making that 
indivicual decision. In fuidtng indi- 
VWidual decisions, the competitive 
structure of business has perharns 
been extracrdinarily sucecssful. 

Stor anc look at the ant-hill of 
industrial socicty every now and then. 
Consider the hundreds and thousands 
and millions of reople who are buzz— 
ing around, each one yursuing his 
own interest. Consider the fact that 
no one has told them where to so or 
what to do. Unter a system of eco- 
nomic individualism, cach one decides 
for himself. That the conmlex affairs 
of industrial society shculd be con=- 
ducted at all in such a state of ana- 
rehy is perhaps sufficiently amazing. 
-It has always seemed sc to me. May- 
be I am morbid on the subject, but 


as. a small child, like William Ellery 


,. Leonard, who was fricshtened by loco- 


motives, I used to be fascinated by 
ailway treainse In the little town 
where I grew uz, the faces cf the 


“pecple on the streets were sufficient- 


ly faniliar so it didn't cccur to me 
to wonder who they were, where they 
were frau and what they were doing. 
I knew them. That vas Jchnny the 
Grocer-men, etc. But you get na 
train and it is full of. strangers and 
they are all going somewhere else. 
Now where did they come fron and 
where are they goings? ask thet ques- 
tion for industrial society as a 
whiele and you begin to have that 
sense cf amazement which you should 
feel in the presence of the cmme- 
petitive order of econcnic individue 
alism. It has been successful to an 
anazing decree. It really is quite 
yreyostercus thet ccrriunities as large 
as those of mcdcern. industrial society 
- of course, the largest human come 
munities which have ever existec -— can 
sonehcow or other find their way about 
in the world, interweaving their 
activities without any general plan 
at all, withcut any strategy board, 
no surerior cirecticn, just as a re= 
sult of overybody minding his own 
business. That is sufficiently a- 
stonishing. We don't need to feel 
badly if we find thet that system of 
ecnducting affeirs is not absolutely 
perfect. 

Suecessful as it may have been in 
guiding decisions of individuals, 
with individual riders on the train, 
each one getting out at his own 
station, each one bent on commencing 
his own business and not asking any 
questions of the conductor, so that 
the conductor in spite of his uniform 
has no conductorial pewers at all, 
the passengers getting on anc off as 
they please: yet it may still be that 
that method «f conducting affairs is 
subject to a quite critical defect = 
the defect. of .crcss traeffice 


Think of it in another set of terms. | 
How many times have we been on crowded 


trains? How many times have we been 

















on empty trains, ridden on trains in 
which there were perhaps five cars 
and only two other passengers? That 
is whet I an thinking of. Industriel 
society ecnducted on a besis: of eco- 
nie individualism has presentec us 
with an amazing spectatle' of effice 
ient productive organization, bub it 
hes also, perhans in comparatively 
recent years, commenced to exhibit 2 
very scrious defect in ternsi:of the 
mass cistributicn of purchasing 
NOWEr. hatever may bo said of the 
efficiency with which our personel 
arrangenents take hold cf indivi- 
cual workers, it is quite chvious 
that the mass effect, the fross cf- 
fect, of our rroductive organizaticn, 
by virtue cf which ,urchasing power 
is disbursed in the form cf interest, 
rent, divident payments, profits and 
wages, is highly unsatisfactory. It 
is quite obvious that we have not 
Gisbursed enough purchasing power. 
How do we know that? Because the 
product of industry is not bought. 
We dc not have tc ask the quosticn — 
by whom is it net bouzht. That is 
not what we are talkins abcut. We 
are talking simmly about the fact 
that the purchasing power isxnot 
disbursed. How do we know that it 
is nct disbursed? Because the pro- 
cuct of industry is not purchased. 
It is not purchased for the simple 
reascn that people co not have the 
wherewithal to purchase it. 


Now, then, the nost inmortant con—. 


sumer nob ien ds that of the distri- 
bution, of purchasing z:ower. How that 
principle can be dealt with remains 
to be seen. That it must be dealt 
with, it seems to me, is the chief 
duty of any consumer efency to 

point out, to insist upon and to re- 
iterate. Ycu cannot sclve the prob- 
lém of the consumer without sclving 
the preblen of the distribution of 
purchasing power. You cannot put 
g00ds down the throets of the people 
who will use then up except by pro= 
-viding those people with purchasing 
power. The provisicn of purchasing 


ree) 
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power is notably deficient. We are 
going tc have to co smething about 
it on e very substantial scale. If 
we Co net, somebody else will. 


(See next page for discussion) ~ 
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Question— 


Do you think the consumers! co# 
operative moverient affords us sub- 
stantial means for better distri- 
bution of purchasing power? 


Answer— 


No. Net for a better distri- 
bution of purchasing rover. It seens 
to me that the ccorerative movement 
attacks the problem fron the other 
side - what gocds we ere purchasing 
With our purchasing rcwer. The cc- 
operative movement - we Go not have 
any other general word, hn DeeH 
leacer in regard to pag oy eG 


Heras nriiods ee: ee | esate, ae. 
Of coursé, it is a preduction-for- 
use and notefor-nrofit scrt of organ- 
ization, to be sure, but unless you 
are thinking of a completely co- 
operative scciety, it does not scen 
to me to affect the case excert ever 
so slishtly cn the sice of the distri- 
bution of purchasing rower. If what 
you mean is the organization of the 
whole of industry cn a cconperative 
basis, — with no profits, etec., the 
workers ownin:; the plent and all that 
sort of thing, well, it may be; but 
that is something so remote from 
present actualitics thet it dces not 
secom to me to be counted cn. 


Question- 


You said if we make no effsert tc 
8o0lve the prcblem, somecne else will, 


Answer 


How many dre out in France this 
merning? - 





Question- ~ 


J. was interested in knowing in 
just whet direction you look for ° 
that effort e 


Answer— 

I put my head under the covers 
and ‘try not to see in any cirection. 
It seens to ne that the vroblems aré 
exactly the same whoever ettacks 
them. I have a feeling that the pass-— 
age of time will exhibit more and 
more coneurrences between the differ— 
ent explcsive attempts to solve these 
preblems in other parts cf the werle 
such as Russia, Germany and Italy, 
etcs The rrohlems are just the same 
in all cf thosé. places. 


Bie 


Question— 


Do you think the organization 
of labor would not have a great deal 
to do with the distribution of pur- 
chasing power, particularly organ= 
ized industrially? 


Answer= 

















Of course, when you start to talk 
about the crganization of laber, you 
have bitten cff another creat bie ~ 
mouthful. <A great deal depends on 
whether you mean some ideal of crsan- 
agee Labor very cifferent: fromthe 
present actuality, or whether you 
mean organized labor ds et present 
orfenizec. If you could imagine all 
Labor to be organized ona united 
front anc by. very intellicent and 
high-mendec teaders, cte., I should 
inasine that that would be a‘very 
desirable. situation fren’ the Do oint of 
view of the distributicn eig naps 
purchasing ;ower. Short cf that,’ the 
actuality is rather spotted, as 


William James renaerkec. 


Question= 


I. hac an id len that that would 
eventually cone to passe 


Answor- 

_ Of course, there arein you reise 
the question of a totalitarian State. 
I was: talking in totaliterian tcrms. 
The only countries in agua all labor 
is.orgenizec are Russie ana Germany” 
and Ita nly. 


Question- 


Isn't -the prcblem toda y ‘for the 
consumer pretty much to te sure that 
he pets back at least a reasonable 
propertion of the effort that ‘the puts 
pap 23m cfhentnoras, the effort that 
he puts .out in producing. goods” come 
back te him in his comsuliers moods? 
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inswer=. 


I'd like to s,eak frankly, but . 
with a very clear understanding that 
there is nothing persenal in it at 
ell: it seens tc ne that this is 
just dumb nonsense. You know what we 
are doing when we talk that languace. 
We are trying to: put the milk:of 
hunan kindness into the dry sawdust 
of econenie theory anc meke a bowl 
of breakfast food. No. You cannot 
eat sawlust, not even with Grade 4 
ereari. The fact is, I think - this 
of course represents one wing of eco- 
nemie opinicn - the cold theory of 
rroductivity is just termyrcet, fron 
beginning to enc. ‘Whencver you 
start talking about the cisbursement 
of income in terms cf a supposed 
balance between What. soricbody has 
cone and what he has receivec, yu 
are telking the language of "as if,” 
T think. Take it in any human site 
uation that y~u knew enything about, 
the humen:beincs with whose work you 
are nest femiliar -— with me it would 
be a university cepartment - and 
start.discussing the salaries in 
terns cf the real, intellectual con- 
tribution of those people: who in 
the dean's opinicn are really con= 
tributing anc what their real intel= 
iectual contribution is. There may 
be somehody whe seems to be stumbling 
around and his mind seems to be in @ 
daze, as the stucents are all con- 
vinece; and: 25.years leter you may 
discover thct it was because he was 
working with’a set of ideas which were 
just beginning’ to emerge into clarity, 
and thet he’ was the prophet of a new 
‘are and his’ students..will be the only 
ones that will understand this thing. 
Hew can you tell wheat, is the true 
intellectual ccntributicn of a 
collearuce of. yours? I say the only 
thing is in terms cf age and number 
of children, or. because he is older 
than the rest cof us, etc. 

Somebody says, well, why a S 
you vay-a person mcre ‘eet because he 
gets a bit clder? It has no relation 
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tc what he does, but a relaticn to 
whet people thinks he Goes ope: 
other value. I knew «a fellow one 
time who hnd heen a very hichly paid 
any imovvery high rosition, asia.” 
Group of us thought, just because of 
the wey he blinked his eyebrews. He’ 
nade everybody think he knew every- 
thing that was going om. Actually, 
he didn't know-a thing. 


Question— 


I was thinking of the foc t that 
a procuct costs sc much to produce — 
and then when the man who werks in 
the factory cocs to buy that rreduct, 
he finds addea on tovit such a large 
acaitional prices 


ans TOD= 


It seems to me that it coesn't 
meke much difference how the pur-= 
chasing ~ower is disbursed. How do 
you treat your chilicren? I know scme 
peorple who never give their children. 
anything. Thoy let’ their children 
cern it. They offer a reecmense 
for washing dishes, etc. I know 
other children who wash just as many 
Cishes and receive an allowance that 
has no reletion to their washing 
Gishes. They get the same anocunt, 
practically. what cifference cces 
{t make? The imp rtant thing is 
that the children have the where- 
withal to go to the movies, for 
instance. ishat I am thinking of is 
the gross problen ef distributing 
purchasing vowsr. I should be wille 
ing to argue in faver cf cropping It 
from airplanes. Having been a 
slacker im 1917 because I had a 
small baby anc my wife seemed to 
think that it was improper for a 
young new father to rush off to war, 
I feel myself a little bit ata 
disadvantage in discussing such 
things as the bonus, but I think a 


. 
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Whe are the wrong people? 
knew and con't cares: 


“st ower. 
‘two is the sarme,as’ between goods and 


much better argument, economically, 
can be made for dropping noney cut 
of airplanes than the soldiers’ 
bonus. It is true that the scldiers’ 
bonus distributes purchasing power; 
it stimuletes buying. I see the 
she; windows all over town. full of 
sucgestions as to how the benus, 
shoulc be spent.” The bonus’ shoulc 
stivailete buying. ‘I> think if yeu. 
should pick uy a $20; bill dropped 
out of an -airtiané: you probably 2 -9e 
would be nuch more, likely to spend 
it then if you had earned it by 
working overtine, andit has this . 
ereet “adv: vaxtand Mea would be 
bestewed upon ‘the. just and the -un- 
just like .the centie rain. from: 
heaven, whererns the soldiers*: 
bonus goes only to the just, leav— 
ing the unjust cut in the ccld. 
What you are thinking of is 
some arducus way of distributing 
purchasing nowere J don't know 
what that means. It seems to ne 
thet from' the consumer »roint cf. view, 
what we are confronted with is a 
deficiency of consumpticn.e. Hew co 
you correct a deficiency cf con— 
sunpticn? By distributing pur= 
chasing pcewer. But suppose you 
disbursed it to the wrong pecple? 
I don't. 
i think 
there is a little to be said for 
eiving it to the very pocr, not be- 


‘eeuse the very pocr are deserving, 


in fact I should almost be willing 
to grant that maybe it would ‘corrupt 
their character. Maybe sco. Too 
bed, to be very poor anc be used as 
an instrument of the State in this 
WaY 

“what you want is to disburse 
purchasing power, not money. You 
are not talking about moneys You 
have to bear thatoin mind. You are 
talking of money as purchasing 
The difference between those 


eonsumors'. gocdse It may be the 
same pair of pants, but it is not.a 
consumers’ vair of pants until sone-— 























body has bought it, and money is not 
purchasing power until somebody is 
svending it, end thet is incicentally 
one arsunent aciinst dropping money 
out of airzlanes or civinz it toa 
very large. ercss-secticn :f the popu- 
lation as ex-scldiers. Ex-scoldiers 
are rich and poor, merchants, besgar- 
man, etc. But what you want in orcer 
thet every single ccnt, 2 huncred 
cents on the Collar disbursed shell 
be purchasing y-wer is tc give it to 
somebody who cen be trustec with this 
very grave responsibility of spending 
every penny. 

if ycu were to select scmebody 
from the populetion uzen whon you 
could immcse thet crave responsibi- 
lity of svending every ~enny, whom 
woulda you select? <A rich isan or & 
socr man? I would not trust a rich 
man around the ecrner becouse Il 
woulec be scared to ceath he weulc go 
and invest it in sasethins, because 
thet would s>0il it all. What you 
went is’a men so poor that you could 
count on him to send every sinzle 
penny. The very pocr sre made just 
to order for youe It may be that 
thet will ultimately corrupt them and 
that they will o1l1 go to hell. That 
is tco bad. We should burn a candle 
for them at the altar of a revived 
industry. 


Question= 


In what way do you think this 
standarédization of procucts can best 
be done, handled in government en- 
tirely or in each country without 
organization -- and how should that 
be done on this earth? 


Ansver= 


It seems to me thet if you are 
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looking at the problem as a whole, 

the final accomplishment of a really 
adequate index of supply, thet you 
arc thinking cf an effort in which a 
very crert mumber cf zrivate agencies, 
let us say business generally, would 
necessarily have to cccperate. Take 
it just like this. Everyone whe has 
ever been engaced im any industry 
knows thet snecifications prevail m 
much moffe generally within industries 
and busigess then the public is aware 
of... Thuss. for, exerplo,; digget Ge 
intc a butcher sho, and ask for 
Governrient cradea beef, as a rule the 
hutecher will look very blenk, but he 
knows what Goverment sraced beef is. 
The only thing is that the beef in- 
custry does nct carry that information 
through to* tke consumer. 

Now, then, what we are thinking 
of is a situation in which somesasgency 
or other, governmental or quasi-govern- 
mental, should serve as a clearing 
house for the whole process of speci- 
fication with which, of course, all 
businesses would necessarily cooperate 
and most businesses would be glad toe 


Question= 


To what extent would monopolistic 
errengements interfere with this pur- 
chasing pcwer? 


Answer= 


To a considerable extent, of 
course, and ncthing I have said with 
respect to these special problems of 
consumers should be understood as de= 
prediating the importance of other 
economic and industrial »roblens. 

Of course, there are special problems 
on special points. Each industry re- 
presents a whcle set of special prob- 
lems. No two industries are alike and 
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the problem of the administrative 
organization of imcome in society is 
a problem ta fttself. Problems:of 
monopoly and exclusive contrcl of 
various industriel areas is one of 
the problems. The preblem cf cut= 
throat cor:etition is another. They 
reach into the chief ills from which 
the industry suffers and to which 
the public is subject throuch that 
industry derived from compétitive 
conditions, conditions in which pro= 
duction is of such @ character that 
streets are covered with blood. The 
goods that you get are stainec with 
the perspiration of the souls of the 
competitors. Yes. All those special 
problems renain and demand special 
consideration. What I am seying is 
that along with all those special 
problems cf canpetition and monc— 
poly, we have a general problen 
which may properly be eallec the 
"consumer" problem, because it is a 
problem of deficient consumption, 
anc. irresrective of the question of 
wnat or where or by: whom, etc. 


Questi on- 


Don't you think the consumer 
should be protected arainst meter- 
ials which are adulterated? 


Answer= 


Sure, and of course, that is 
what lies behind the whole idea of 
grading, anc labeling, of the exact 
specification of all consumers’ 
goods. I say I haven't the slight- 
objection to any store selling silk 
loaded with tin, or cotton with clay 
in‘it or anything cf the kind, as 
long as they put it on the lebel. 
"This silk is guaranteed 60% tin by 
weight". 


Did you ever read the Letters 
of a Self-ade Merchant to his son, 
by the man'who for many years has 
been editor cf the Saturday 
Evening Fost, Lorrimer, publishec 
25 or 30 years ago? Old Gorgon 
Grahen was engasced in the p rk 
packing business. One of his 
competitors rut out a line of lard, 
beautiful, white creany Looking 
lerd. This olc fellow ‘was re= 
ligious anc he met that old fellow 
Greham at a club and he told hin 
his heart had been touched by the 
hymn "yhere is my wandering boy 
tonight", and he named this lard 
"iy Wandering Boy". The lard was 
submitted to 2 chemist and the 
chenist reported that he must have 
wandered throuch a tallow factory 
because that lard was 20% tallow. 

Gorgon Grahem then brought out 
a‘line of lard cf his own, beauti-— 
ful, in a new can, some sugcestion 
of the can that his competitor was 
using. He rave it a fancy label, 
I have forgotten what it was, but 
it was taken from another hymn, 
also, anc then in large letters 
across the can ran a sign,"Guaran— 
tced 20% paraffin". He sent that 
out with all his salesmen anc it 
just knocked the bottom out of the 
market for the other fellow's lard. 

You con't have to have laws to 

forbid the sale of .a product. AL 
you have to do is label it. 
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WHAT ARE THE ECONOMIC EFTECTS OF SPENDING AS COMPARED WITH SAVING? 


Harold @. Moulton 
President, The Brookings Institution 


The problem that we are confront- 
ed with this afternoon is, to my way 
of thinking, the central problem in 
all economics because the rate of 
economic progress depends primarily 
upon the rate at which we are ableé to 
develop capital instruments--I mean 
physical aids to production, Progress 
depends primarily upon the rate at 
which we are able to develop these 
aids to man in his conquest of nature, 
and you can measure not only the his- 
tory of progress by the rapidity by 
which in the different eras hew capi- 
tal has been developed, but you can 
measure the comparative advance of 
different countries by the relative 
rates at which they have developed 
Capital instruments as an aid to man. 
And so, as I say, the central problem 
in all economic analysis depends upon 
the rapidity with which we are able 
to develop our capital goods and on 
this depends largely the rate at which 
we are able to progress in our stan- 
dard of living. 

Now, under primitive conditions, 
the problem of capital formation. 
appeared in relatively simple tcrms. 
I mean to say that under the most 
primitive conditions the proccss of 
creating néw capital merely involved 
the expenditure of a portion of one's 
time in the production of capital 
goods as distinguished from consumer 
goods. A typical instance would be 
the fisherman who had a good catch 
one day then had a little time to 
spare and contrived a rude net or 
other instruments with which to im- 
prove his facility in catching fish. 
More particularly, pioncor farming 
illustrates what I call the process 
of direct capital formation. Those 
of you who are familiar, as I am, 
with the conditions of primitive 





agriculture in this country know 
that the greater part of tho capital 
supply of American farmers in tho 7a} 
of improving their buildings, in the 
way of cleared lands, in the way of 
ditches and fonccs, etce, was accom~ 
plished through the direct process 
of applying a portion of the farm's 
labor to the production of capital 
goods in scasons of the year when 
he could not produce consumer goods. 
Certain periods of the year are free 
for the farmer to make a direct 
application of his labor to the pro- 
cess of creating what may be called 
capital goods. Now that gives you 
an instance of the process of direct 
capital formation in very simple 
terms; all that was necessary was for 
the individual to work hard for cer- 
tain portions of the year in direct 
production of capital goods. Now, 
however, when socicty becomes more 
complex and we live, or the bulk of 
the population lives in crowded citie 
in city apartments where we Work at 
some specialized task the cntire 
year, and where tho saving process 
becomes indirect, that is to say, if 
I am to save anything I obviously 
can't accomplish much by improving 
my backyard and equipping it with 
Capital instruments, all I can do is 
to invest my savings; turn my month- 
ly savings over to the investment 
markets and hope thet by indirect 
processes that money will be taken 
and labor will be cmployed and 
matorials purchased for the creation 
of additional cnpital goods. What 
was a direct process begun upon the 
will of the individual bccomes now a 
complex social process. 

Now under the writings upor“capi- 
tal formation, of course begun a 
long time ago--and they were related 
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in the main to the concitions that 
orevailed in the period when those 
writings first began to develop-- 

and according to the traditional 
theory, the only road to the great- 
est possible, most rapid accumula- 
tion of capital is the road of 
individual thriftiness involving 

two things, (1) hard work; thrift 

in the sense of application of your 
own energy as directed to resources 
in the development of new capital 
goods, and where that cannot be done, 
then thrift in the sense of restrict- 
ing your consumptive desires to the 
end that you may divert a substantial 
amount of money which you have re- 
ceived into the investment channels, 
thereby making the amounts of funds 
available for those who did wish to 
build capital equipment, and accord- 
ing to the traditional theory, the 
greater the volume of monthly sav- 
ings flowing into investment chan- 
nels, the greater automatically would 
be the amount of new capital goods 
created, and consequently the more 
thrifty the total population and the 
greater the aggregate volume of 

funds flowing to investment markets, 
the greater would be the amount of 
new capital developed in the course 
of the year. 

Now, lest there te some mis- 
understanding of terms, let mc make 
very clear what I mean by the forma 
tion of capital, what I mean by real 
capital. We have to distinguish. 
two things, between the actual, 4 
tangible, concrete instrumentality ~~ 
of production, which I call real 
capital goods, and money savings. 
From one standpoint a good many peo- 
ple say savings and capital forma- 
tion are the same things. I shall 
show that they do not necessarily 
coincide at all times, and in any 
event the first step in the process 
of saving is, undér modern condi- 
tions, the setting aside of money 
income and rendering it available 
for investment. 
the process of individual saving. 


Then the actual construction of new * 


That is what I call 


capital goods is the second stage 
in the process, and we do not get 
capital in the social sense until 
those new capital goods have been 
developed. 

A fundamental question with 
which the world as a whole is con- 
fronted at present is whether the 
capitalistic system of wealth pro- 
duction has perhaps permanently 
broken down. Many people are fully 
convinced that it has; others argue 
that we are suffering merely from 
periodic economic indigestion and 
that in due course prosperity will 
recur and a new era of progress will 
be inaugurated. 

Those who are most concerned 
about the existing economic situa- 
tion are thinking of something more 
deep-seated and basic than the mere 
fluctuations of the business cycle. 
They observe that although we have 
great powers of production, some of 
which remain unutilized even during 
periods of prosperity, large sections 
of the population continue to have 
unfulfilled desires and needs. This 
paradox of want amidst what appears 
to be potential plenty has suggested 
that there may be a basic maladjust- 
ment which seriously impedes the func- 
tioning of the economic system. Under 
these circumstances, the question 
naturally arises: Would a different 
distribution of the national. income, 
with a wider diffusion thereof among 
the masses of the people, promote a 
more effective functioning of our 
productive machinery and thereby 
create progressively larger aggregate 
social dividends for the benefit of 
all classes? 

This is the fundamental problem 
which the Falk Foundation hoped might 
be clarified through systematic in- 
vestigation. Accordingly, the Founda- 
tion appropriated more than $150,000 
to the Brookings Institution of 
Washington, Lb. C., to enable its 
research staff to conduct a thorough- - 


~“ going inquiry into this basic problem 


of economic organization. 
; In the past most of the views 

















advanced with reference to the bear- 
ing of income distribution on econom- 
ic progress have beén derived from 
deductive reasoning rather than from 
inductive investigations of the actual 
working of the economic system. Today, 
however, statistical materials are 
more abundant and more trustworthy 
than in the past, and it. is now possi- 
ble to arrive at reliable conclusions 
with respect to certain fundamental 
aspects of the problem and thus to 

lay the basis for the development of 
higher levels of economic productivity 
and higher standards of living in the 
future. ii 

Under the general title of "The 
Distribution of Wealth and Income in. 
Relation to Economic Progress", the 
study at the Brookings Institution 
has as its purposes: to lay a solid, 
factual basis for understanding the 
problem; to locate as definitely as 
possible the sources of difficulty in 
our present methods of distributing 
wealth; to assess the magnitude of 
Whatever maladjustments are found to 
exist; and to point out the major 
lines of adjustment which seem to 
promise to be most uscful in bring- 
ing about a more efficient utiliza- 
tion of our productive powers. 

The magnitude and complexity of 
the problem made it advisable to 
divide the study into manageable 
scements. The work was accordingly 
daid out under four major divisions; 
America's Capacity to Produce, 
Americats Capacity to Consume, Tho 
Formation of Capital, and Income and 
Economic Progress. Each of these 
divisional studies involves a spocific 
and Limited objective, and yet each 
constitutes an important part of the 
larger investigation. 

' Digests of America's Capacity to 
Produce and of America's Capacity to 
Consume were prepared shortly after 
the publication of these books and 
were widely distributed. The follow- 
ing pages attempt a brief summary of 
The Formation of Capital. 

This summary is not intended to 
Supplant the reading of the book 
3teen. .*"1$ is, rather, a synopsis 
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for a lay world of busy men and women 
whose time does not permit the closc 
study of the original. text. If the 
summary fails at any point to give 
adequate data to substantiate the con- 
clusions statod, the fault is charge- 
able to the offort to keep the sum- 
mary within rcasonable compass. 
Additional copics may bo obtained 
without charge by application to the 
Maurice and Laura Falk Foundation, 
Farmers Bank Building, Pittsburgh,’ 
Pennsylvanian. 


THE FORMATION OF CAPITAL . 


In order to show the rclation of 
the analysis presented in the Forma- 
tion of Capital to the largor inves- 
tigation of which it is a part, it is 
necessary to begin with a very brief 
recapituls tion of the conclusions 
reached in the first: ty (oO volumes - 
America's Capacity to Produce and 
Americats Capacity to Consume. No 
detailed summary is required; 211 that 
is necessary for the purpose in hand 
is to state the primary conclusions 
relating to the basic prePL a. under 
consideration. 


Summary of the First Tyo Volumes 


In Volume I - America's Capacity 
to Produce - it was shown: first, } 
that unutilized camcity has long been 
a characteristic of the American 
industrial system; second, that at 
the height of the boom period in the 
late twenties, when the system was 
operating at its best, the amount of 
the slack was woaeeetamait 20.percent. 
In periods of depression this percent- 
age is, of course, very greatly in- 
creased, rising as high as 50 percent 
in the current deprcssion. 

In Volume il - America's “Capacity. 
to Consume - the conclusions which | 
pertain specifically to the primary . 
issue With which the larger investiga- 
tion is concerned were as follows: 

(1) the consumptive desires of the 
American people are very ereatly ‘in: 
excess of the nation's productive — 
capacity; (2) the market demand for 
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consumption go0ds was, however, con- 
siderably less than our capacity to 
supply such demands; (3) the propor- 
tion of the national income that was 
set aside as savings was large and 
increasing. This growth in savings 
was found to be due to the increase 
in the number of people in the higher 
income brackets where the bulk of 
the. savings is made, 

At the conclusion of the analysis, 
attention was called to what at first 
glance seemed like an inconsistency 
between a major conclusion reached 
in America's Capacity to Produce and 
one reached in Amcrica's Capacity to 
Consume. The study of the productive 
capacity of the United States over 
the first three decades of the twen- 
tieth century revealed no progressive 
or cumulative piling up of unutilizod 
capacity. On the other hand, the 
study of the distribution of the 
national income indicated that an in- 
creasing proportion of the national 
income was being diverted, particular- 
ly in the decade of tho twentics, 
into savings channels. The question 
was then raised: If it is truc that 
money savings have increased faster 
than consumptive expenditures, why 
has not the excess of plant and equip- 
ment also tended to increase? 


The Task of Volume III 
The Formation of Capital 


The facts assembled with reference 
to production, consumption, and sav- 
ings disclosed an unfortunate eco- 
nomic situation but did. not reveal 
the sources of maladjustment. It was 
still necessary to determine whether 
the tendency for savings to increase 
faster than consumption served in any 
way to impede the operation of the 
economic system. In the third divi- 
sion of the study an analysis is 
made of the process by which money 
set aside for savings is transformed 
into new capital equipment, and the 
bearing of this proccss upon the 
functioning of the economic system. 


The analysis in the third volume 
is essentially differcnt in character 
from that in either of the first .two 
studies. Instead of boing a statis- 
tical presentation of factual mater- 
ial, it is in the main an analytical 
Sita eon of economic processes as 
they work themselves out in a complex 
business and financial mechanism. For 
this reason the task of summarizing 
the results of this volume is much 
nore difficult, than.in tho..case of 76 
former volumes. In fact an adeqmate 
summary is impossible because of the 
close-knit nature of the analysis as 
a whole. All that.can be done isto 
indicate the major outlines of the 
study and the primary conclusions 
reached. . 


The Traditional Theory of Capital Formati 


It has been traditionally assumed, 
in both economic and -business litera- 
ture, that the way in which income is 
divided as between spending and sav-. 
ings in no way affects the degree to 
which our productive resources will 
be utilizec. If more money is saved, 
the greater, it is contended, will be 
the construction of capital goods; 
if more is spent, the greater will be 
the output of consumption goods. An 
increase in savings would thus merely 
shift labor and materials from employ- 
ment in consumption goods industries __ 
to employment in capital goods indus- 
tries; the total disbursements for 
wages, interest, etc., would be un- 
affected. Society would, however, 
have the benefit of an increasing 
supply of capital goods. 

This traditional analysis, it willy 
be observed, is based on the assumption 
that ERE ES cat demand and the forma- 
tion of new productive capital are un- 
related - that business men will in- 
ereasc the supply of capital goods even 
though the demand for consumption 1 
goods is declining. Clearly, .if this — 
be true, there would always be full 
employment either in the production OF 
capital pocds or consumer goods. But. 


























if it is not true ~- if the expansion 
of capital goods depends upon a con- 
current expansion in the demand for 
consumption ¢oods = then serious 

difficulties might well arise. How 
has this basic issue been clarified? 


Concurrent Expansion of Consimption 
and New Capital 


First, it was indicated, on the 
basis of general reasoning and obser- 
vation, that an increase in savings 
at the expense of consumptive demand 
would reduce the construction of new 
Capital goods as well as of consump- 
tion goods. Since business men are 
concerned with making profits, and 
since profits from the usc of now 
capital depend upon the ability to soll 
the goods manufactured by such produc- 
tive establishments, it was contended 
that an expansion of plant and eqiip- 
ment will take placo in any largs 
Way only when consumptive demand is 
also expanding and the general busi- 
ness situation as a whole is accord- 
ingly propitious. It was concluded 
from this observation that the forma- 
tion of capital on an extensive scale 
requires an increasing flow of funds 
through consumption and savings chan- 
nels simultaneously. 

Second, historical facts were 
assembled to shed light on the basic 
issue thus raised. The available 
evidence showed conclusively that new 
Capital is constructed on any signi- 
ficant scale only during periods when 
consumption is also expanding. In 
periods of declining consumption the 
construction of new capital also 
decreases, sharply. Eras of great 
extravagenece in consumption have al- 
ways been the periods in which the 
production of new capital also in- 
creased most rapidly. 

Third, the qicstion was raised: 

How is it possible to finance simul- 
tancously an increase in the output 

of both consumption goods and capital 
goods? It was shown that & concurrent 
increase in the flow of funds through 
consumption and investment channels is 
made. possible by the expansive quality 
of our commercial banking credit 
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mechanism, The commercial banking 
system in periods of business oxpan- 
sion makes loans to busincss enter- 
priscos engaged in the production of 
consumptive commodities; and by 

means of loans on collateral and in- 
vestments in sccuritices they also 
provide funds for the construction of 
new plant and cqiipment. As tho 
volumo of business expands in a period 
of prosperity the disbursements in the 
form of wages, interest, and profits 
increase; and the individuals who 
receive this income are able, as the 
months pass, to enlarge their pur- 
chases of consumption goods and to 
increase their savings as well. Thus 
the flow of funds through trade and 
investment channels is increased 
simultaneously. . 


The Controlling Importance 
of Consumption 


It was found from the study of 
our industrial history that the 
growth. of new plant and eqiipment is 
closely adjusted to and dependent 
upon an expanding demand for con- 
sumption goods. The cvidenee bearing 
on this qucstion was of two types. 
First, it was found that changes in 
the direction of business activity - 
from depression to recovery or from 
prosperity to depression - usually 
begin with facts affecting the con- 
sumptive sidc of the economic picture, 
Second, it was discovered that the 
rate of growth of new plant and 
equipment in a period of industrial . 
expansion is adjusted to the rate of 
expansion of consumptive domand 
rather than to the volume of savings. 
available for investment purposcs. . 
Tho detailed findings under each of 
these headings merit special consid- 
erat ione 

The Widespread view that the capi- 
tal goods industries are of controll- 
ing importance in connection with 
business recovery was found to be 
true in one sense only, namely, that 
we cannot have full business activity 
so long as the capital goods indus- 
tries are depressed. It is not tme, 
hovever, that the process of recovery 
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must necessarily begin with the capi- 
tal goods industries. Theoretically, 
it might begin with either the capital 
goods industries or the consumer goods 
industries and spread to the other; 

but the facts show that the changes 
have usually begun with factors affect- 
ing the consumption side of the eco- 
nomic picture. 

Recovery from the great depression 
of the scvcenties did not begin with 
inereased construction of capital 
goods. It resulted rather from large 
wheat crops in the United Statos in 
1877 and 1879, being marketed at roela- 
tively high prices because of short 
crops in other countrics. The recov- 
ery of 1897 also was rooted chiefly 
in agricultural improvement resulting 
from accidental events. The recovery 
of 1915 was generated by the demand 
for war supplies emanating from Euro- 
pean governments. For the minor 
swings in business activity in such 
a period as 1901-13, the lag, where 
revealed by inddees of production of 
consumption goods and capital goods, 
is in cvcry case on the side of 
capital goods. 

Available data on the construction 
industry do not indicate any close 
relationship between fluctuations in 
volume of construction and in busi- 
ness conditions prior to the war, as 
is contended by some people. However, 
from the data on contracts awardod, 
in so far as construction has been a 
potent factor in post-war business 
fluctuations (particularly 1920-21), 
the changes have manifested themsclves 
first in buildings used by consumers. 

Evidence offercd by various sta- 
tistical series doos not indicate 

hat the depression of 1929 began 
with changes in the production of 
cither consumption goods or capital 
goods. The break in October occurred 
in the security markots, with the 
effects manifesting themsclvos first 
in the demend for consumption goods. 
The sharp but relatively short-lived 
depression of 1930-21 clearly began 
With maladjustments on the consump- 
tion sidc of the cconomic structure. 


Some depressions have been precip- 
itated by "tight money" and bank ; 
failures, resulting in a quick slow- 
ing down of activity in the produc- 
tion of both consumption and capital 
eoods. The case which comes nearest 
to shoving a depression resulting 
from curtailment in capital creation 
is that of 1873. 

Some writers hold the opinion 
that recovery usually is generated 
by the development of a great new 
industry. Recoverics from the great 
American depressions of. the past 

were not typically initiated by a 
growth of now industry during the 
depression. New inventions are made, 
and new devclopments are planned in 
times of depression, but nev indus- 
tries are apparcntly not launched on 
a sufficiently extensive scale to 
bring about general recovery. 

The discovery of primary importa 
was that the rate of growth of new 
plant and oquipmcnt is adjusted to 
the cxpansion of consumptive demand 
rather than to the volume of savings. 
In the grcat prosperity pcriod of the 
twenties the proportion of the nation- 
al income that was sect aside for pur- 
poses of investment expanded rapidly; 
but there was no proportionate in- ..... 
ereasc in the growth of new plant. and 
equipment. Regardless of the volume . 
of money available for purposes of 
capital construction, the cxpansion 
of new c-pital was adjusted fairly 
closely to the rate at which consump-— 
tive demand was increasing. Business . 
men evidcntly gauged the profitable- 


ness of new capital chiefly by refer-—.-4 


ence to the markets for the consumer 
goods which might be turned out by 
such capital. 


Why the Distribution of Income 
is of Basic Significance 


It is preciscly because tho growth — 
of capital depends upon the expan- 
sion of consumption that the distri- 


bution of incomo is a matter of such. 7 


vital importance. If moncy savings = 
were always automatically converted 











into capital equipment, as has been 
almost universally believed, it 
would seem that the more uneven the 


distribution of income and the great- 


er the percentage of the total that 
is saved the more rapid would be the 
g@rowth of capital and the greater 
would be our*economic progress. But 
if money savings are not utilized in 
the creation of new plant and equip- 
ment unless consumptive demand is ex- 
panding, then the whole problem 
assumes a differont aspect. 


The investigation shows conclusivo-: 


ly that money savings are not, under 
all circumstanecs, automatically 
transformed into actual capital cquip- 
ment. For example, in the great 
prosperity period of the twontiss the 
proportion of the national income 
that was set aside for purposes of 
investment cxpanded rapidly, and the 
ageregate volume of funds rendered 
available to the capital markets in 
1928 and in 1929 was in the ncighbor- 
hood of 15 billion dollars. Tho 
amount of now plant and equipment 
Which was constructed, however, was 
only a fraction of this amount. 


Comparison of Socurity Flotations 
with Productive Financing 


In analyzing the flotation of 
securities, we must distinguish be- 
tween “total” financing, “net new" 
financing, and "nct productive" 
financing. "Net new" financing repre- 
sents the difference between total 
issues and the amount of such issues 
Which was used for refunding previous- 
ly existing obligations. Since re- 
funding operations do not provide 
money for the- creation of new capital, 
the amount of such issues should 
obviously be deducted from the total 
of security flotations. The data on 
the following page, compiled by 
Moody's Investors! Service, reveal 
the proportion of new financing which 
went for new capital construction 
annually from 1922 to 1933. 

It will be seen from these figures, 
which may be taken as a rough approx- 
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imation of the actual situation, that 
in the later years of the boom period 
there was a very great disparity 
betveen the amount of real capital 
formation and thé amount of securities 
that was absarbed by the investment 
market. Whereas in the recovery years 
1922-24 three-fourths of the new 
security flotations were for produc- 
tive capital purposes, in the three 
yoars 1927-29 well undcr 50 percent 
went. for capital. formation. The per- 
contage, moreover, steadily dcecreascd 
from 1924 until the end of the boom 
period. The recurring low percentage 
in 1933 is a direct reflection of the 
large government flotations for pur- 
poses of deficit financing. 

Perhaps the best way of indicating 
the extent of the disparity between 
supply and: demand in the capital mar- 
ket is to compare the amount of invest- 
ment money available with the supply 
of new productive issues. In 1929 
the- amount of funds seeking investment 
Was: in the noighborhood of 15 billion 
dollars, while the amount of new pro- 
ductive issues, including farm and 
urban mortgages and net foreign loans, 
vas in round numbers 5 billions. The 
differunec was of the same general 
magnitude in 1928, but progressively 
smaller in the years preceding. 


The Inflation of Security Values 


The’ results of the wide discrepancy 
between the amount of funds available 
for investment and the flotations of 
securities for the purposes of new 
capital construction were as follows: 
First, the superabundant supply of 


. funds available in the investment 


market ericouraged and made possible 


. the rapid growth of such business 


instrumentalitics as the investment 
trust and the holding company. As 
the following table shows (Table 2), 
these flotations aggregated more than 
& billion dollars in 1928 and-almost 
4 billions in 1929. 

he funds thus procured were em- 
ployed almost entirely in the pur- 
chase of corporate securities already 
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outstanding. Instead of adding to 
productive capital, these financial 
operations merely served to multiply 
the number of pieces of paper 
(shares of stock) constituting 
claims to existing properties. 
Ordinarily such a diluting process 
might be expected to depreciate the . 
value of each piece of paper out- 
Standing; but owing to the fact that 
the money was used to buy existing 
securities it served instead to 
boost their prices. 

Even with investment trust and 
holding company flotations counted, | 
the volume of new flotations, it will 
be recalled, was still some billions 
less than the amount of funds seek- 
ing investment. Funds not otherwise 
accounted for were absorbed in bidd- 
ing up the prices of securities gen- 
erally. The inflation of security 
values is shown in Table 3 covering 
the market value (in millions of 
dollars) of bonds and of preferred 
and common stocks combined, listed 
on the New York Stock Exchange. 

The enormous rise in security 
values generated a rapid growth of 
monetary income which was in no way 
the result of productive operations. 
The income from capital gains is 
commonly regarded by those who reccive 
it much as any other income; and it 
is available either for consumptive 
expenditures or for new investment. 
A considerable amount of such wind- 
fall profits during the recent boom 
was used to expand purchases of con- 
sumption goods and services, par- 
ticularly of the luxury variety. 

But there was a strong temptation 

to put such gains right back into 
the market in order to make further 
fortune while the meking was easy. 
It should be borne in mind also that 
the largest gains were those realized 
by wealthy operators whose consump- 
tive wants were reasonably well 
satisfied and who accordingly were 
likely to return the bulk of such 
income to investment channels. 

Thus the income derived from 
capital gains served to swell very 


‘vestment channels. 
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materially the flow of money into in- 
As this money was 
reinvested it served anew to push up 
security prices and thus to make possi- 
ble another harvest of money income-- 
to be once again invested in the 
security market "gusher", The infla- 
tion of security prices out of all 


relationship to underlying economic 


values wes undoubtedly a powerful con- 


tributing factor in bringing about the 
depression which began with the stock 


market collapse of October, 1929. 
Ere THE EXPLANATION OF AN APPARENT 
CONTRADICTION 


It may now be recalled that an 
apparent inconsistency was revealed 
between a conclusion reached in Volume 
II and one reached in Volume I. Money 
savings were found to increase faster 
than consumptive expenditures; but 
plant and equipment showed no corres- 
ponding tendency to increase relatively 
to consumption demand. This apparent 
anomaly is explained by the analysis 
made in the third volume. 

The answer to the question -- What 
became of “excess” savings?--is that 
they were mainly absorbed, dissipated, 
in bidding up the prices of outstand- 
ing securities. Instead of going 
automatically, as has always heretofore 
been assumed, into the construction of 
new plant and equipment, money savings 
were used increasingly for speculative 
purposes. The expansion of savings 
relatively to consumption expenditures 
thus led to financial maladjustments 
rather than to the piling up of excess 
plant capacity, 


SUMMARY OF CONCI LUSIONS 


The analysis of the evidence pre- 
sented in this volume has led to the . 
following conclusions: 

1. The facts show conclusively that. 
new capital is constructed on an ex- 
tensive scale when consumption is ex- 
panding rather than when it is con-. 
tracting. The bulk of cepital-is - 
created in periods of general economic 
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axpansion, when productive resources 
are being more fully utilized than at 
other times. The process does not 
involve an extensive shifting of labor 
and materials from the consumption 
goods industries to the formstion of 
capital. Nor do the prices of con- 
sumption goods and capital goods tend 
to move in opposite directions.. 

2. The evidence indicates that ina 
period when the output of both .con- 
sumption goods and capital goods is 
being increased, there is an expand- 
ing flow of funds through both con- 
sumption and investment channels. 
This simultaneous increase is made 
possible by the expansion qualities 
of our commercial MRORERE eredit 
' system. 

5. The available evidence alte 
Supports the view that the growth.of 
capital is directly. related to. the 
demand for consumption goods. First, 
changes in the direction of. business 
activity in most cases appear to have 
begun with factors affecting the con- 
sumption side of the economic picture. 
Second, the growth of new capital is 
adjusted to the rate of expansion of 
consumptive demand rather: than to 
the volume of savings available for 
investment. Between 1923 and 1929, 
for example, the volume of securities 
floated for purposes of capital . 
creation remained practically. un- 
changing in amount from year to year, 
despite the fact that the volume of 
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money available for investment pur- 


poses was increasing rapidly. Regard- 
"less of the amount of money avail- 


able for capital formation, the 
growth of capital goods was adjusted 
to the rate at which consumptive 
demand was increasing. 

~The conclusions reached with 
reference to the dependence of the 
growth of capital upon the concurrent 
expansion of consumptive demand have 


an important bearing upon the relation- | 
ship of the distribution of the | 


national income to economic progress, 
If in°’consequence of wide variations 


in the distribution of income the 


proportion of the national income 


that is saved expands rapidly, there 


results a maladjustment which retards 


_Yather than promotes the expansion 
. of Capitals 


_The rapid growth of savings as 


‘compared with consumption in the 
decade’ of the twenties resulted ina 


supply of investment money quite out 


of proportion to the volume’of secur- 


ities ‘being floated for purposes of 


_. expanding plant and equipment; while 


at the same time the flow of funds 
through © consumptive channels was in- 
adequate’ to absorb--at the prices at 


_ which goods‘ were offered for sale-- 
‘the ‘potential output of our existing 


productive capacity. The excess 
savings which entered the investment 
market served to inflate the prices 


of’ securities and to produce financial 














~~ 


instability. A larger relative flow 
of funds through consumptive channels 
would have led not only to a larger — 
utilization of existing productive | 
capacity, but also to a more rapid” 
growth of plant and equipment. 

The phenomenon of an excessive 
supply of funds in the investment 
markets had never been anticipated. 
Not only had it been assumed that 
all savings would automatically be 
transformed into capital equipment, 
but it seemed impossible to con- 
ceive of a situation in which savings 
might become redundant. Such a point 
of view is natural enough in the 
light of our historical evolutioh. 

In the early history of this coun- 
try the volume of funds available 
for the purposes of capitalistic en- 
terprise was persistently inadequate. 
Business men often found it diffi- 
cult to obtain the liquid capital,. 
at any price, with which to expand 
the size of their business under- 
takings or to exploit new fields of 
enterprise. In colonial days, for 
example, the shortage of funds was a 
continual source of difficulty and a 
primary cause of irritation with the 
mother country, which opposed the 
issuance of bills of credit by colon- 
ial governments. Until well into 
the nineteenth century the volume of 
savings rendered available through 
investment channels for the needs of 
business enterprisers was negligible 
in amount. The philosophy which 
enphasized the fundamental importance 
of increased savings was a realistic 
one for that age. 

In the period since the Civil War 
however, two factors have combined 
to.produce a profound change in this 
Situation. The first has been the 
growth of a well-to-do middle class, 
with funds available for investment. 
The second has been the development 
of the commercial banking system, 


making possible an expansion of credit 


to business enterprise for both fixed 
and working. capital purposes. te 
these developments which account for 
the emergence of the. United States 
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as a great financial power. Not only 
do we now have an ebundance of funds 
with which to finance American onter- 
prise, but we are also able to ex- 
tend credits to the world at large. 
In this development we have followed 
the road which England traveled ab an 
earlier date. 

At the present stage - in the econom- 
ie evolution of the United States, 
the problem of balance between consump- 
tion and saving is thus essentially 
different from what it was in earlier 
times. “Instead of a scarcity of funds 
for the needs of business enterprise, 
there tends to be an excessive pares tr 
of available investment money, which 
is productive not of new capital 
goods but of financial maladjustments. 
The primary need at this stage in our 
economic history is a larger flow of 
funds through consumptive channels 
rather than more abundant savings. 


DISCUSSION 


Mr; Wadleigh- Dr. Moulton has given us 
an extremely interesting talk on what 
is certainly one of the central prob- 
lems of economics, ana I think, as he 
says, the central problem. Now the 
essential fact on which this problem 
is based, that the effort in our 
modern society -- the decision to 

save -- that is to set aside a certain 
part of one's income for purposes 
which will yield future income rather 
than immediate satisfaction -- the 
decision on the part of an individual 
to save, is separate and distinct 

from the decision of the business man 
to increase his plant capacity. Now, 
as Dr. Moulton pointed out, the tradi- 
tional viewpoint of the orthodox 
economists has been that saving and 
investment are essentially the same 
thing, and that traditional viewpoint 
has undoubtedly held back the develop- 
ment of economic sciencs very serious- 
ly. “ie other viewpoint, the view- 
point put forth by Dr. Moulton, has 
been also’ suggested by a number of 
economists. I believe the first. to? 
take it wes Joplin, who wrote in 1830. 
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This received very little attention, 
More recently, the same point 6f 
view, in 1890, was put forth in 
Sweden by Vicksell, and is growing 
very rapidly at the present time. 
Now the theory put forth by Vicksell, 
however, differs in some rather 
important points from the analysis 
that Dr. Moulton has. given uS, and 
I think it would be interesting to 
compare the two.. 

Now, aS soon aS we recognize 
that..saving and.investment are not 
necessarily equal, the. question 
immediately arises, when saving and 
investment are not equal, which one 
of them is it that is out of step 
with the other? In other words, 
would we be able to stabilize employ- 
‘ment by trying to make saving more 
nearly equal to investment or by 
making investment more nearly equal 
to saving? Obviously, if we are 
going to make some practical use of 
our theory, we must have some answer 
to that question. Now, I take it 
that the logical outcome of Dr. 
Moulton's analysis would be to ans- 
wer that question by saying that 
when the two are not equal, it is 
Saving which is primarily out of 
line, for this reason: The demand 
for investment goods depends, as 
Dr. Moulton pointed out, on the 
demand for consumption goods. Now, 
if saving is increased, the demand 
for investment goods is reduced, 
and, consequently, under our present 
economic system, there is no self- 
adjusting tendency in investment 
which causes it to adapt itself to 
the change in saving; but rather . 
the reverse -- the tendency moving 
away from adjustment, 

Now, that analysis is, of course, 
entirely reasonable, and I think 
that one should not hesitate to 
regard it as final if it were not 
for this difficulty: Our economic 
System is full of paradoxes, it is 
something like Lewis Carroll's 
looking glass world. You will 
remember Alice -- let me first 
explain my point in this way, In 


our present economic system things 
work very opposites from the way 


‘one would consider reasonable. If 


we want to achieve a certain result, 
say the eliminatioh of depressions, 
and set about to do it in a way 
which séems most reasonable, we are 
likely to find that we produce just 
the opposite result than we expect. 
You will remember that when Alice 
got into the looking glass world, 
she decided to take a walk out of 
doors. When she got to the door at 
the foot of a hill, she saw a path 
leading up the hill. She began 
following the path that led up the 
hill only to find it suddenly shak- 
ing itself and leading back to the 
foot of the hill, and she found her- 
self coming in again at the front 
door because she was in a looking 
glass world. And our economic sys- 
tem, I think, is a little bit ‘Dike 
that. And for that reason, I would 
like to put forward, for the purpose 
of comparison, a brief statement of 
Vicksell's theory. Now, Dr. Moulton 
pointed out that in periods when the 
demand for consumer goods is in- 
creasing, the rate of investment also 
increases. It would seem reasonable 
to believe that it is the increase 
in demand for consumer goods that 
causes increase of demand in invest- 
ment goods. Now, isntt it possible 
thet since we live in a looking glass 
world, the chain of causation might 
be the other way around? Suppose 
we have an increase in investment, 
which means more construction of 
buildings, machinery, plants, rail- 
roads, etc. That means more wages 
paid to those laborers, construction 
laborers, who work on those con- 
struction projects. That means © 
more demand for consumer goods. Con- 
‘sequently, it would eppear possible 
‘that we might be able to increase 
demand for consumer goods by increas- 
ing investment directly. In other 
words, the impulse may start eat either 
end and then move from one end to 
the other end. 

Now, according to Vicksell's view 














and the views of a good many ‘econom- 
ists who follow Vicksell,’ itis im-_ 
possible to say that one is out of 
step with the other. But the situa- 
tion is this: They are unequal be- 

cause the rate of interest is not 

such as would cause them to be equal. 

Now, with regard to the rate of 
interest. It has often been pointed 
out that even with stationary income, 
I mean stationary flow of money, Lor 
the purchase of consumer goods, and 
perhaps even with Slightly declining 
expenditure on consumption goods, 
investment may be increased through a 
reduction of the interest rate. 

To illustrate: When the interest 
rate falls, a person who expects to 
Spend, let us say $60.00 a month on 
installment payments for a house will 


be able to buy a more expensive house; 


or, if he buys a house at a given 
price, the fall in the rate of inter- 
est will enable him to pay less for 
that house. Consequently, without a 
change in spending power, you may 
get more building as a result of the 
fall in the rate of interest. That 
is exactly what has happened, in the 
past two or three years in England 
and Sweden, and perhaps some other 
countries, and also what is likely to 
happen in this country in the next 
few years, 

Another illustration: When the 
rate of interest falls, say from 6 
percent to 4 percent, it becomes 
possible to electrify a good many 
railway lines which it was not possi- 
ble to electrify previously. That 
also means more spending on invest- 
ment goods, even though demand for 
consumer goods -has not increased. 

Now, from that it would seem that 
if we could adjust the interest rate 
in the right way, it would be possi- 
ble to avoid a collapse, even though 
the proportion of income devoted to 
Saving increases. In other words, 
the interest rate is one of the most 
j important inflexible elements in our. 
present system. That is the essen- 


tial provision of the Vicksell theory. 
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And most monetary theories of the 
business cycle, or rather most pro- 
posals for the eliminetion or mitiga- 
tion of the business cycle through 
monetary methods, are based on the 
idea thet interest rates could be 
mede to move in the appropriate 
feshion. I think you might say that 
all worth-while monetary -proposals 
for the elimination or mitigation of 
the business cycle are based on that 
idea. 


Dr. Moulton - Thank you, Mr. Wadleigh. 
Two points have been raised thus far, 
The first is with reference to which 
one of these two things is out of 
step. Now, my view is that they are 
out of step with each other, rather 
than one of them being out of step 
alone, but I do not hold, as. Mrs 
Wadleighseems to think I do, that the 
difficulty is always with the amount 
of savings or always with the amount 
of consumption. I was trying to 
explain at one stage of my discussion 
that that problem varies tremendously 
at different stages of a nation's 
economic development. In the early 
history of our country, there was un- 
doubtedly a shortage of money savings, 
but in the later period of our history, 
the situation is the other. way around, 
That is one of the difficulties that 

I find with certain types of theories 
which attempt to reduce things to a 
universal law capable of application 
at all times and under all conditions. 
I stand for the relativity of the 
economic thought, and, in line with 
that, I would say that et one stage 
of our history we had a shortage of 
monetary savings,-- in order to make 
the system work effectively, in other 
stages we have a superfluity of mone- 
tery savings. 

The second point relates to the 
question as to the line of causation, 
Now we have no disagreement on that. 

I was stressing two factors. Asa 
matter of fact the first was the 
simultaneous character, and the second 
was that the actual rate of new 
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capital construction seems to be | 
adjusted to the rate at which con- 
sumption was expanded, even though 
that meant the piling up of funds 
in the investment market, | 
I have been at some pains to 
point out, in the volume on which 
this discussion is based, that. 
both those who argue .(as I have 
heard both argue during the last 
year or so) that thé way out of the 
depression is by starting with the 
capital goods industries, and those 
who argue that the way out is to — 
‘start on the consumption side, are 
wrong. Wherever it starts, it is 
an acting and interacting influence. 
What Mr. Wadleghsays is true, 

that a railroad might say, during 

a long period.of depression, "Since 
interest rates are low, in spite of 
the depression now would be a good 
time to build additional plants 
end equipment". But there are only 
Swo or three individual cases in 
She history of railroads, where a 
railroad has seized an opportunity, 
in a depression, to build new 
plants and equipment, and so sur- 
prising have been such developments 
they have always been very expen- 
Sive and commented upon whenever 
' they did occur. 

That is not the way out of the 
depression. Statistics of rail- 
Toad construction and flotation of 

bonds alike show that this process 


begins long after -- some months. 
after -- the time varying in differ- 
ent cycles -- long after improve- 


ments have begun in other directions. 
This leads me to the question of 
the interest rate theory, a theory 
with which I am, of course, quite 
familiar. The interest rate theory. 
has been discussed by a great many 
writers in connection with long 
‘term investment and in connection i 
with short term investment. In _ 
fact, it has been one of the most 
fundamentally accepted theories of 
political economy that the only 
thing we have to do to promote 
recovery is to lower short term 


ip ahe United Stetes. 


interest rates of commercial bank- 
ing. That has been held -- taken ~ 
for granted altogether I should say 
in the period before the World War, 
and it has been adhered’ to until . 
very recently by some of the lead- 


‘ing economists of the world. They 


are certain that the only thing ~ 
necessary to control the whdle move= 


‘nent of tho” cycles was to lower the 


interest rate -- just lower that — 
interest rate a Tittle AS soon as 
money can be gotten cheaper more 
will be tekeh, just as if you lower 
the price of whe sat more will be 
taken} and any other commodity. I 
would like to point out, however, 
that between 1875 and 1879 the 
interest paid by the Bank of Ehg- 
land yoar: after year fell as low” 

as 1 percent, and sometimcs as low 
as One-half percent, in the opem | 


market, with benks going out of 


business because they could not 
find eny moncy borrowers; with no 
business men, in view of the state 
of the depression, having the 
slightest desire to teke advantage 
of additional benking fecilities. 
The same thing took place in the 
decede of the 90's in England as 
In 6very 
cycle, in every period of depression 
that we ever had, one of the most 
striking phenomena is the long period 
during which we have very low inter- 
est ra. tes. ‘al 

Other economists have said thet 


“the short time interest rate has no 


eff ect, it must operate through the” 
long term investment market. The _ 
long term interest rate is there- © 
foré what is significant. Now 
these gentlemen who ergue this way 
have made no more study of the 
history in regard to the long term — 
interost rates than they had with 
reference to the short term inter-— 
est retes, We cannot show by , 
references to our financial history ‘ 
thet long term interost retes are 


decisive factors in promoting busi- 
"ness recovery. 


The’ low long term 
interest rate is only one of many 

















factors, any. business man will tell 
you, and it is by no means one of the 
most important, It is important to 
bear in mind.in this connection, also, 
that in the United States at least at 
the present juncture, not very much, 
not a big percentage of the long term 
investment is done by the medium of | 
bonds with fixed interest rates, Now, 
take the situation in 1929.. Qut of ; 
nine billion dollars of securities 
floated that year, more than five bil- 
lion dollars were in the form of stock 
bearing no interest whatever. They 
got their money for nothing. And 
every business corporation, if it 
thinks the bond interest rate is too 
high, under the conditions now pre- 
vailing in our markets is in a posi- 
tion to borrow through stocks where 

it had no commitment, through long 
term investment. I merely make the 
challenge that if anybody seriously 
believes that long term interest rates 
are the decisive factor, whether the 
interest rate is four or five or six 
percent, then he had better review 
very carefully indeed the history of 
interest rates in relation to the 
business cycles of the past five hun- 
dred years. .If I can find real sup- 
port for that doctrine in that history, 
I shall be convinced, in spite of 
other factors, that it is of weighty 
influence. Otherwise, on the basis 

of my analysis thus far of the trends 
of interest rates, I find no support 
whatever that interest rates are the 
decisive factor. 


Mr. Wadleigh- Now with reference to 

Dr. Moulton's earlier comment to the 
effect that his view is the relativ- 
istic view of the relation between 
Savings and investment, now, l don't 
want to quibble about words, but it 
would seem to me that his view is 
less relativistic than the Vicksell 
viewpoint which I suggested that he 
should comment upon. Dr. Moulton says 
that during the earlier stages of our 
development savings were insufficient. 
During the more recent stage of our 
development, savings were excessive. 
Now, deficient and excessive in rela- 
tion to what? Presumably in relation 
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to the requirement for capital 
goods. That would seem to indi- 
cate that Dr. Moulton regards the 
rate of saving as being out of 
step with the rate of investment, 
and that, I think, can be contrast- 
ed with the Vicksell point of view, 
according to which there is, I 
think Vicksell probably would have 
said, there is at any time a rate 
of interest which will equilibrate 
the rate of saving with the rate of 
investment. The increase in the rate 
of interest will perhaps stimulate 
savings. It will certainly choke 
off investment. A fall in the rate 
of interest will do the opposite. 
That, I will say, is the Vicksell 
point of view. I will make some 
further comments on that in a few 
minutes. 

Now, I believe it is a fact 
that in most depressions, or in 
most business cycles, it is the 
rate of investment which fluctuates 
most violently and the rate of Sav- 
ing which remains relatively stable. 
That is to say, during a depression 
the rate of saving does not fall 
nearly so rapidly as the rate of 
investment. Whether it tends to 
increase or decrease does not matter, 
but compared to the rate of invest- 
ment, I believe the rate of saving 
is comparatively stationary and, 
correspondingly, on the upswing. cee 
is the rate of investment which 
rises repidly, and the rate of sav- 
ing which remains relatively stable. 
So that looking at the facts from 
that point of view, it would seem 
natural to suppose that the rate of 
investment is the ohe out of step. 
If we are going to continue to have 
voluntary savings, that is so long 
as our present economic system 
remains the same, that would mean 
adjustment of investment to the rate 
of saving through changes in the 
interest rate. ay 

Now, Dr. Moulton is skeptical 
about the effectiveness of the 
interest rate in doing that. Well, 
now, I should have pointed ott, that 
it is, of course, the long term 
rate of interest that is significant 
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in that connection,’ ‘and that sis‘ ‘one 
of the things: which economists have... 
bo cae Nee vineed -about. in the Last 
few “years. Of course, we know: that 
short term interest rates can be ex- 
tremely low, they can be even: a 
small fraction of 1 percent and still 
not stimulate investment, so long as 
the .bond-rate remains high, and so 
long as<people--are’ unable to borrow 
money even at the‘ lowvrétes.of inter- 
est for residential construction, and 
residential construction, by the way, 
is an extremely important -part of 
capital investment of modern communi — 
ties. 

Now, the experience of ihe, Last. 
few years, as I said, of England and 
Sweden, and now that I have thoughta 
few moments about it, I-.remember.in 
recent publications of the League of 
Nations, "World Economic. Survey", 
Yolk. ' 34-35, some statistical material 
is»shown to support that general con- 
clusion, namely, that the long tem 
interest rate does have considerable. 
influence on the amount of building. 
It is:pointed out, also; in that paper 
that quite a number of factors, such 
aS wagés of building laborers and 
prices-of building materials, are 
Significant. Of course; nobody would 
Suggesti'that the rate of- interest on 
short. term is the ohly. controlling 
factor; and that investment is always 
correlated with the rate-of interest, 
but rather when the circumstances 
change: in such a way as to:-cause. the 
rate of:sinvestment to change, it is 
possible’ that through balancing or 
offsetting adjustment in-the rate of. 
interest, a sharp change in the rate 
of investment can be avoided. That, 
I pointed out, is the viewpoint.on 
which’most monetary proposals for 
the elimination of business cycles. 
or the: mitigation of businéss cycles: 
are based. I did not mean ‘to suggest 
that it is my opinion that. that is 
necessarily so. I was merely putting 
forward that point of view'as’ some- 
thing for Dr. Moulton to hit at. .In 
fact I am very skeptical vhether we 
can control the business cycle by 


changing the long term interest rate. 
Nobody, I think, would be on very safe 
ground in either affirming or denying: « 
it, and I-am very skeptical for.this : 
reason that our business cycle is ,the 
phenomenon of changes in the rate.of 
replacement of capital goods to an 
appreciable extent. 

At the end of a period of prosper- 
ity, the amount of capital goods -re- 
quiring replacement is relatively - 
small and, consequently, the rate of. 
replacement tends to fall off. People 
postpone replacing their capital .-.. 
goods... :I think that that is one of -+- 
the most.important factors leading - 
to .a depression, and that is the con- 
clusion.toward which the work. of 
J. M.. Giark in the National Bureau of 
Hconomic. Research in particular, and 
a good many other writers pointed outs 
Their work points toward that conclu- 
sion. -I think it is very questionable 
whether any fall in the rate of inter- 
est which is within the range of prac- 
tical-possibility would be sufficient. 
to counteract that falling off in the 
rate of.replacement promptly. Now, 
after.five years or so of depression, 


.a very large part of our capital 


equipment is out of date and replace-~ 
ment naturally tends to increase. 
Now, ‘that replacement, as Dr. Moulton : 
pointed out, does not necessarily 
come: ouv of any flotation of new bonds. 
It doesnot even come out of any flo- 
tation of securities. In fact, at 
the present time, as I understand it, 
the small revival in investment which 
has taken place thus far is very 
largely.:financed by the accumulated: 
bank deposits, the accrued bank . 
balances of existing corporations, © 
and thet. small beginning of revival - 
of replaeement and of investment. It: 
is notsreally possible very precisely 
to draw.the line between replacement 
and.investment. Thet small line be- 
tween: capital goods replaced and in- 
yestment’:which is now taking -place is 
very.dargely out of already accumu- 
lated corporate funds. And-that is 
ome largely. to a revival of; confidence, 
. due ;very. lergely to the:fact that 











the rate of consumption is beginning 
to rise. Now, to that extent, I 
accept fully Dri Moulton's correc- 
tion of the somewhat very simplified 
view of the interest rate aspect of 
the problem which I set up for him 
to knock down. 
Dr. Moulton - I am sorry, Mr. Wadleigh, 
that I misunderstood you at one 
point, and that we have been talking 
at cross purposes with reference to 
this out-of-step business. I thought. 
you said the first time that I was 
concerned as to whether spending and 
saving were in step, and my comments 
were addressed to that, but now it 
appears that what you really meant 
was whether the rate of money saving 
fluctuates as much as the rate of 
investment, and not between the rate 
of saving and spending, with which I 
was concerned. Now, I quite agree 
that the fluctuation in the volume 
of savings, great as it is at times, 
is very much less than the fluctua- 
tion in the actual amount of what I 
call investment and what I call new 
capital. I think we are close to- 
gether on that point. I should like 
to make it clear that I don't oppose 
lower interest rates as one among 
many factors which are helpful toward 
bringing about recovery. I am 
naturally for it and I think the 
failure of the long term interest 
rates to drop more quickly may serve, 
to some extent, as a retarding in- 
fluence. I find myself in complete 
accord with Mr. Wadleignon that point. 
Just one other point in Mr. Waa- 
leigh's discussion of the signifi- 
cance of low interest rates brings 
him to the most favorable ground. 
He switched from its influence on 
new building and equipment, in con- 
nection with the capital goods in 
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the sense of industry, railroads 

and public utilities capital and 
noted that its influence was likely 
to be more pronounced in connection 
with the construction of houses. 

I think that may well be the case 
because the considerations affect- 
ing the owner of a house are differ- 
ent in character from the considera- 
tion affecting a manufacturer who 
depends on the sale of goods made 
with that new capital to pay for it. 
When we build a house, we are not 
counting on selling goods with the 
capital invested in the house. I 
think the element of low cost there 
would well be of more importance 
than would be the case in connec- 
tion with industry, railroad or 
public utility enterprises. 

I would like to ask for informa- 
tion because I am not clear as %o 
the facts. Mr.Wadleighreferred to 
the housing in England in the past 
year. Has there been subsidy to 
aid that process, or has it been 
left entirely to natural forces? 


Mr.Wadleigh- It has not been left 
entirely to natural forces, but 
with subsidies. Subsidies have 
changed, but my understanding is 
that most of this recent boom in 
residential construction has been 
middle class houses and that the 
amount of subsidized houses has 
been quite small and relatively 
constant in relation to this new 
wave of building -- speculative 
building -- which has taken place 
in the last few years. 
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Such large subjects as the ones 
assigned to the speakers in this 
series must in some way be limited. 
What has been done in the preceding 
addresses I do not know but today 
the choice seems simple. We may give 
our attention to the specific matters 
now before the country or instead we 
may survey the broader issues that 
are involved. 

This second approach is the one 
that will be followed. It is chosen 
because there are so many of these 
broader questions upon which it is 
important to be clear and because 
our views on these general matters 
will determine our conclusions re- 
garding current legislation and pro- 
cedure. If a modification of the 
announced tital is desirable, the 
new wording should be: "The Economics 
of Taxation". Even with this change 
there will of necessity be many 
arbitrary decisions regarding what 
is to be included and what is to be 
excluded. Also there may be a reit- 
eration of many ideas that to some 
of you will seem almost platitudinous 


Growing Importance of. Taxation 


First, it is well to remember 
that the subject is one of rapidly 
growing importance. In the United 
States this is evidenced by the 
strein on all our governmental units 
-- federal, state and locel. During 
the last ycar or two we have become 
increasingly conscious of this and 
at present there are a large number 
of new revenue measures before our 
various legislative bodies. To each 
of them there are vigorous protests 
especially from those who believe 
the proposed new burdens would affect 
them seriously end unjustly. Running 
through their comments, it may be 


noted that one of the most common 
assertions is that the proposals 
under consideration are not "sound 
economics." 

This agitation arises out of two 
main trends of the last few years. 

One is the very general increase in 
public expenditures, meny of them 
traceable to the depression and to 
the demand on our public treasuries 
for relief. The other is the decline 
in meny sources of revenue, such as 
the tax on real estete, & decline 
also related to the long period of 
business stagnetion. 

In the excitement of the current 
political discussion many of the criti 
cisms reflect party bias and the polit 
ical ambitions of the critics. This 
is not altogether unwholesome since 
one of our most important safeguards 
against misuse of public funds is the 
obligation of public officials to 
render an accounting. 

Nevertheless it would be a serious 
error to believe that the general 
growth in government outlays is due 
entirely or even primarily to the 
policies and practicies of a particu- 
lar administration. There has been an 
unusually rapid expansion of govern- 
ment activity in the last few years. 
But a survey extending over decades 
shows that the trend is not a new one. 
Recently there has been a sharp rise 
but the general tendency has been up- 
ward for a long, in fact, for an al-~ 
most indefinite, period, with only 
occaSional reactions. This is.so much 
the case that we must conceive of our 
problem as related only in part to 
recent developments. There may be a 
reaction in the near future but we may 
fairly expect that it will be only 
temporary and that the upward trend of 
government expenditures and hence of 
taxation will soon be resumed. 
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Since the hopes of so many present 
critics are to the contrary, it is 
well to note, though only briefly, 
the reasons for this view. Basical- 


ly the movement ia due to the rapidly 


growing complexity of modern life. 
Expressed in broad terms, we may say 
that our social structure has become 
so involved that no one of us can 
function effectively unless his be- 
havior is closely related to and co- 
ordinated with that of others. In- 
dividualism, even of the qualified 
type of a hundred years ago, is no 
longer possible. Cooperative effort, 
whether public or private, is more 
and more the usual or necessary 
procedure. In private activity this 
is evidenced by the extent to which 
all social life is now carried on 
by groups -- religious, social, 
economic. In the economic ficld 
there are, of course, many private 
enterprises but the partnership 
and even more the corporate form 
of organization is usual. 

But there are a growing number 
of economic activities which we 
are unable or unwilling to entrust 
to uncontrolled private groups. 
Hither the task is beyond their 
powers or their resources or for 
one reeson or another we fear that 
private groups would abuse their 
power and in some way injure us. 
In many cases our decisions on 
this point may have been reached 
ignorantly or unwisely, but this 
is beside the point. The trend is 
so unmistakeable that our calcu- 
lations must be based upon its 
acceptance. Even legal theory is 
being adapted to it. My lawyer 
friends, at any rate, tell me that 
the courts no longer find it easy 
to specify a few lines of economic 
activity as “affected with a public 
interest.” Instead, the drift 
seems clearly to be toward the 
view that all business is "affected 
with a public interest." This 
necessitates expressing the court 
decisions in other terms than the 
older and apparently easier ones. 


For these reasons, or for others, 
if you prefer them, government 
activities are increasing extensive- 
ly and intensively. Some of them 
are immediately revenue-producing 
but some are carricd on at a deficit. 
These deficits may be total as with 
the army and navy or the local po- 
lice and fire departments, or partial 
as with the federal post office; 
and deficits when they occur must be 
made up from other sources, that is, 
by direct or indirect taxation. 

In concluding this section of the 
discussion, a word should be said 
regarding "economic planning.” It 
is essentially not a new idea but is 
the expression currently applied to 
an old phenomenon, To the extent 
that we endeavor to look ahead in 
our public or in our private econom- 
ic affairs, we are engaged in "eco- 
nomic planning.” The movement may 
be expected to grow. As it does, 
more and more planning will be 
public, which is merely another way 
of saying that governments are in- 
creasing their functions both ex- 
tensively and intensively and look- 
ing ahead more as the years pass. 

A word should be added about the 
growth of public indebtedness. To 
an important extent and often very 
unwisely, public expenditures have 
been financed from the proceeds of 
bond issues. The carrying charges 
on this debt are an important frac- 
tion of the total to be raised 
through taxation. 

Thus far the picture is dis- 
heartening. Taxes must be larger 
as the years pass. It is time to 
mention certain offsetting con- 
Siderations. Probably we ‘shall 
always think of taxes as a burden. 
In reply two comments are impor- 
tant. One is that payments for 
service rendered are not necess- 
arily any more of a burden when 
the services are rendered by a 
government than when they come 
from a private source. If we 
desire certain things done we 
should decide as intelligently and 











as calmly as we can whether they can 
be done better or more cheaply by 
government.or privately. The second 
comment is that the national income 
has been growing rapidly and with 
occasional setbacks it will probably 
continue to grow. Even though taxes 
increase their size should be con- 
sidered in relation not merely to the 
expenditures of the government but 

in relation to the national income 
from which the taxes must be collect- 
ed. 


The Nature of the Tax Problem 


This calls for more elaboration. 
The tax problem is. that of tapping 
the national income stream. For the 
most part there is no other way of 
getting what our governments need. 
Notice we have said income, not 
wealth. Thus in a given year, say 
1929, the wealth of the United States 
was perhaps $360,000,000,000; But 
this wealth was tangible property - 
land, buildings, railroads, factor- 
ies, etc. Speaking precisely, this 
total of nearly $400,000,000,000 
could not be used by our verious 
governments. If in some way the 
machinery of taxation is so devised 
that a government acquires title to 
some of this property, government 
needs are met only in two main ways. 
Either the government may retain the 
property and operate it, thus receiv- 
ing current income, or the govern- 
ment may sell it to some private 
party, receiving some of that party's 
income in payment. 

This is important to remember 
when so many persons, often in high 
places, talk of the way in which tax- 
ation destroys the capital of the 
country. Instead of looking at the 





#400,000,000,000 of wealth, our atten~ 


tion should be focused on the size 
of the annual income which is said 
to have been over $80,000,000,000 in 
1929. This annual flow of goods and 
services is the source of government 
revenues. <A certain part of it 

must be diverted each year to public 


ow. 


as distinct from private uses. The 
device for reaching it may be known 
as a property tax, for example, the 
tax on real estate, but that merely 
means that the owner of tho real 
estate surrenders to the tax collect- 
or a part of his income, the amount 
being determined by placing a valua- 
tion on his real property and apply- 
ing to this valuation a tax rate. 
The tax is merely a device for reach- 
ing the important thing, that is, 
his income. es 

his leads to the conclusion that 
the larger the national income the 
larger the amount available to be 
spent annually cither through public 
or private channels. The task of 
goverment is to find satisfactory 
ways of tapping the netional income 
stream in order that a part of it may 
be spent for public purposes «s dis- 
tinct from private. Given a certain 
annual government outlay, the ease 
of the task varies directly with the 
size of the national income. 

Emphasis should be placed next on 
the fact that taxation is not taking 
away and in some sense destroying a. 
part of the national income. Instead 
taxation merely diverts a part of 
this income to public rather than to 
private use. When I pay five dollars 
for a hat my money, a part of my in- 
come, is received by a hat ddaler who 
directly or indirectly uses it as a 
medium for acquiring another hat for 
his stock or takes a part of it for 
his own expenditures (or those of his 
clerks or partners or stockholders). 
I receive the hat and usually do not 
complain. In the absence of friction 
(which, of course, may be very seri- 
ous) five dollars of my income is 
merely diverted into a channel other 
than if I had spent it for ice cream 
sodas or for shoes or for a theater 
ticket.. I. do not think of it as 1asu, 

But, curiously enough, it is com- 
mon to think of tax payments as in- 
volving an actual destruction of 
something. Many speak of taxes, 
taking say 20 or 25 percent of the 
national income, as lost. Taxes are 
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used for two main purposes. First 

is to meet public payrolls, buy 
Supplies, etc. This is the same as 
my peyment for ‘a hats No more is 
lost in the one case than in the 
other except as it can be demonstrat- 
ed that the government activity is 
less efficient or more expensive 
than private. Even if this be shown, 
the loss is only partial, The only 
question to be ergued is the one al- 
ready mentioned. Is the service 
rendered in return for the tax worth 
the outlay? Second, tax receipts 
may be used to meet debt charges. 
But part or all of my five dollars 
paid for a het may be used by the 
dealer to meet notes at a bank or 
interest on bonds or dividends on 
stock. My payment to the hat dealer 
(or my tex payment) merely passes 
into the hands of some creditor who 
then uses (or delays in using) the 
funds. The loss in each case lies 
in the charges involved. Diversion 
of funds through government meens 
some loss through inefficiency and 
because of the cost of collection 
and disbursement. The seme is true 
when I make a payment to a private 
individual or corporation. 

This suggests still another 
comment. It is often contended 
that when governments meet their 
expenditures by borrowing, the 
present generation has avoided a 
burden of placing it on future gen- 
erations. This is at best a care- 
less way of expressing what occurs. 
A government official may today 
secure from me a given amount, say 
SLSOO0T “Tf he calls “Lb a ee and 
gives me a tax receipt, I may say 
that. I have given up something. 
Perhaps I refer to it as a "tax 
burden." If instead he calls it 
a loan and gives me a government 
bond, my feelings may be soothed 
and I shall probably call it an in- 
vestment. Ordinarily, of course, I 
prefer the bond. If, however, he 
gives me my choice of a tax receipt 
ora bond, and assures me that as a 
bondholder I may rely on being es- 
pecially taxed each year in the 
future an amount sufficient to meet 


the interest and sinking fund 


' charges on the bond, 1 shall pre- 
"sumably not care heLnee I receive 


a bond or a tax’ receipt. If I em 


careful in my thinking I shall 


prefer the tex receipt since I 


(or my fellows) must be taxed in 
the future to cover costs of tax 


collection and disbursement, if 


- bonds are issued. 


The burden of a particular 


activity, whether expressed in 
“terms of backaches and headaches 


or in monetary terms, is met at 
the time the activity is carried 
on -- not by later generations. 
This is true of both public and 


‘private activities. What is left 


for the future to wrestle with 
when the funds are borrowed is a 


new debtor-creditor relationship. 


' If the borrowing is by government, 


then the government has become 4 
debtor and must levy taxes on the 
public. In our highly involved 
modern life, that task may be a 
difficult and delicate one. Never- 
theless, while the government is a 
debtor, there is a corresponding 
creditor or‘a large group of in- 
dividuals and corporations who are 
creditors. There cannot be a debt 
without the existence of some party 
to whom the debt is owed. This is 
not to say the task is simple. Far 
from it. 
it may even be impossible af solu- 
tion. Yét it is important not to 

be discouraged merely because a 
public debt seems large. 

We may summarize by saying: 

1. Government expenditures have 
been increasing over a long period 
of time and this growth may be 
expected to continue. This means 
that taxes will not diminish but 
will increase as the years pass. 

2. Payments for service render- 
ed by government or for meeting debt 
charges assumed by a government are 
a burden in the same sense as pay- 
ments to somes private party for 
service or for his or its debts 
Charges. It may, of Course, be 
true in particular instances that 
government expenditures may be 


Under certain circumstances 











unwise or wasteful. Unfortunately _ 
there is much waste also in particu- 
lar private expenditures and with 
widespread effects upon all of us. 
Each case should be examined on its 
merits. : 

5. Tax payments are not per se 
a drain on national income and cer- 
tainly not on national wealth. They 
are a diversion of a part of the 
national income stream through public 
channels. Of course taxes may be so 
unwisely imposed as to increase or 
to diminish the size of the national 
income, or even to result in e re- 
duced efficiency of physical proper- 
ty. 
' 4, Financing through bond issues 
does not save the present generation 
from burdens. The burden placed on 
the future is thet the government 
must collect from the ultimate 
debtors - the taxpayers - the amounts 
due the creditors - the bondholders. 
For every debt there is a credit. 
To some extent the debtors - the tax- 
payers - and the creditors - the 
bondholders - overlap. The extent 
to which this is true is determined 
by the nature of the tax system. 


Certain Problems - General 


The problems raised for special 
consideration may be grouped under 
two headings, general and special. 
The general problems are four in 
number and the answers to them are 
partly economic and partly non-eco- 
nomic. The first question to be 
decided is what functions we think 
are properly of a public nature and 
hence better performed by government 
than privately. There are some of 
these functions on which there seems 
to be entire agreement. Organiza- 
tions for public defence and the 
administration of justice are by 
common consent and over a long period 
of time assigned to government. AS 
the years have passed, there have 
been added to these more primary 
duties a large number of others 
until, as previously suggested, the 
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tendency now is to take the view in 
legal theory that all business is 
affected with a public interest. We 
may expect always to have a debatable 
field and it seems clear that the 
functions of government are being 
increased. 

It is not easy to indicate a satis- 
factory economic basis to guide us in 
making a decision. In part we shall 
be influenced by our ideas regarding 
private initiative and other matters. 
In part, however, we may perhaps say 
that government will tend to take 
over these activities which are so 
large in scope and so lacking in 
immediate financial return that only 
government can handle them. There 
seems also to be a tendency for gover1 
ment to increase its controls and its 
actual administration of industries 
which have become somewhat static as 
distinct from the newer and more 
dynamic fields of activity. On this, 
however, no general rule can be pre- 
sented. 

The second general consideration 
has to do with the nature of the tag 
system which is to be employed. Agai) 
one must speak cautiously but it seem: 
to be true thet the trend is in the 
direction of a greater use of direct 
as distinct from indirect taxes. Tie 
border-line between the two is not 
clear but the distinction in principle 
is well known. A direct tax is one 
which is not shifted by the immediate 
taxpayer to other persons or groups. 
The most common snd best illustra-_ 
tions are the income tax and the tax 
on land. Indirect taxes, on the con- 
trary, are those which are in some way 
passed on by the taxpayer to other 
individuals or groups, ordinarily 
through higher prices. Again, clear- 
cut illustrations are difficult but 
the sales tax and duties on imports 
are the most satisfactory ones to 
mention. 

Perhaps a third general problem 
should be mentioned. There is a ten- 
dency in modern tax systems to dis- 
tinguish between earned or service 
income and unearned or property 
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income than on service income. 
This is in part due to the belief 
that the owner of property is not 
in an immediate and direct sense 
contributing to the national in- © 
come and to the consequent belief 
that a heavy tax on him will not 
in any way diminish the size of 
the national income. 

A fourth question to be ans- 
wered is whether we shall use 
taxation for any other purpose 
than the raising of revenue. Many 
people urse that this should not 
be done, while others believe that 
taxation is an appropriate device 
for accomplishing broad social ends. 
No matter what our convictions may 
be on this general question, there 
is no doubt about our practice. 
Thus, in the United States we have 
used certain of our internal taxes 
with the avowed purpose of restrict- 
ing the consumption of alcoholic 
liquors and many believe that the 
tax on oleomargarine has as its 
chief purpose the discouragoment 
of the use of that article with a 
view to aiding the agricultural 
groups who are interested in the 
production of butter. There may be 
mentioned also our import duties 
whose intent insofar as. they are 
protective is to foster certain 
domestic industries. Also there 
is the tax on the notes issued 
by other than nationel banks, in 
order to give the national benks 
a monopoly of note issues. 


Specific Problems 


If we pass from the more gen- 
eral field to the specific problems 
that are now facing the people of 
the United States, we may briefly 
mention three. One of them is 
what we may call our enlarging 
economic base. A good illustra- 
tion is found in our way of using 
the income tax. In amore simple 
society than ours, a local govern- 
ment might perhaps impose per 
capita taxes or even use the in- 


come tax. In such a society, in- 
comes aré locally earned and can. 


' bé readily known by local authori- 


ties. Today, however, an individ- 
ual or. corporation with its resi- 
dence in a given community, for ex- 
ample New York City, may receive 

an income from all parts of the coun- 


try. In fact, much of it may even 


come from abroad. Local tax authori- 
ties are quite unable to locate the 
amount and sources of this income 
since it is so easy to conceal them. 
The local government can easily 
record the ownership of real estate 
but miscellaneous incomes cannot be 
‘traced. This makes the income tax 
quite unsuitable for municipalities. 
It can be used and is used by many 
of our States but we are increasing- 
ly conscious that even the States 
can use it to advantage only if there 
is cooperation of some sort between 
State end Federal authorities, per- 
haps through making the Federal in- 
come tax teturns.available in some 
way to State tax authorities. 

Similar comments may be made about 
inheritance and estate taxes and 
miscellaneous taxes on corporations. 
The effect of these is very notice- 
able in the growing tendency to in- 
crease the sources of revenue upon 
which the Federal government relies. 
This is due to (1) the increased 
duties of the Federal government and 
(2) local difficulties with revenues. 

Local governments must rely to a 
very large extent on real estate 
taxes, but with the growth of local 
government functions these taxes are 
proving inadequate and in times of 
depression very inelastic in yield. 
This has led many to the view that 
our State governments and the Feder- 
al government should collect large 
revenues by using the sources un- 
available to the local communities 
and then distribute receipts. There 
is, of course, great difficulty in 
determining the basis of such dis- 
tribution but the agitation is cer- 
tain to continue. 

In this connection a passing word 














should be said of the frequent state- 
ments that some of our States and 
cities are contributing what. they 
deem to be a disproportionate share 
of Federal revenues. A part of the 
eriticism is, of course, merely an 
expression of an irrational localism. 
Final judgment should not be-rendered 
on the issue without due recognition 
of the fact that individuals and 
corporations residing in certain 
localities, as for example, New York, 
derive a part of their income from 
thir investments and controls in 
other parts of the country. 

At the present time, one of the 
questions receiving most attention is 
the proposal before the Contress of 
the United States to change’ our method 
of taxing corporations and to increase 
the amount of taxes paid by them. 
Since no bill has up to this time 
been formed we cannot well discuss 
details. It is well to point out, 
however, that the issue raised is a 
highly important one. Of course much 
business is still being carried on by 
individuals but with the passage of 
time a larger percentage of the in- 
come of the country is received in the 
first instance by our corporations. 
Any of you who may not be conscious 
of this fact will find the study by 
Berle & Means, "Modern Corporations 
and Private Property," a most valu- 
able survey. 

The issue raised is as follows. If 
the larger part of the national in- 
come were received directly by indi- 
viduals then taxes on the individuals 
would perhaps be a sufficiently satis- 
factory method of securing revenues. 
Or if corporations paid most of their 
net earnings to security holders these 
security holders could be taxed rather 
than the corporations. But if corpore- 
tions retain a considerable part of 
their net earnings in order to in- 
crease corporate assets or to build 
up reserves, an important part of the 
national income may be rendered un- 
available for public use. We may 
expect, therefore, to have an increas- 
ing amount of effort to secure larger 
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renenues from the corporations either 
by requiring them to pay heavier 
taxes or by forcing them to distrib- 
ute their earnings to security hold- 
ers who can then be taxed. As LiieteL 
such oases, the questions raised are 
highly technical and the answers to 
some of the points raised cannot be 
hurriedly given. 


Concluding Comments 


What has been said seems to warrant 
one or two concluding statements. The 
first is that there seems to be no 
reason for alarm in the United States 
over the considerable growth in public 
expenditures and hence over the amount 
that must be taken by government 
through taxation. Those who can 
easily draw a clear dividing line 
between those activities which they 
deem private and those which they 


consider purely public have no diffi- 


culties. But most of us are denied 
the comfort of such a clear-cut view 
and are disposed to find instead no 
definite dividing line. As already 
stated, our position will probably 
be determined by many considerations 
which are not economic or at least 
are only partly so. Possibly we can 
at least agree that the growth in 
public expenditures should not be so 
rapid that we shall be unable to ad- 
just our taxes to suit. At the pres- 
ent time, there are some reasons for 
fearing that recent growth has been 
so rapid that these adjustments will 
be difficult. Certainly any changes 
that we may decide upon should be 
made with a full realization that 
taxation is intricate and delicate. 
Public expenditures are now so large 
that it would seem the part of wisdom 
at least to slow down, or perhaps to 
check definitely some of the changes 
which are going on, in order that we 
may find satisfactory ways of bring- 
ing about many adjustments which are 
clearly urgent. 

A second comment that seem warrant- 
ed is that we should not become un- 
duly alarmed over the present size 
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of public indebtedness. Meny are 
deeply concerned and are issuing 
warnings. It is well to remember 
that there wes a similar concern, 
particularly over our Federal debt, 
just after the World War. . Our 
national income, however, was so 
large during the Twenties that it 
was possible to meet the enlarged 
ordinary expenditures of government 
-and to reduce the public debt quite 
rapidly, until we encountered the. 
current depression. In fact, many 
_ people believe, as I do, that in the 
twenties we could have reduced the 
debt much more rapidly than we did 
and to very great advantage. There 
is every reason to hope that busi- 
ness is now gradually improving and 
-that the national income will grow 
in size. With a retardation, or 


.: perhaps a temporary check, in the 


‘growth of government expenditures, 

. we need-not find serious difficulty 
in managing the debt that we now. 
have and in reducing it with as much 
rapidity as public opinion will per- 
mit. “There is, of course, somewhere 
a point in the size of the debt: 

. beyond which the task would prove 
wo difficult. 


. theory and the difficulties of 


thing to simplify the problems of 


- adequate for such an approach. That 
_ time has not arrived although we are 


_ justice in the collection of public 


“Finally, : a. brief. comment may be 
appropriate on the. possibility of 
relieving the tension by raising 
the price level. te is, of course, 
true that. debtors (including govern- 
ments) can meet their obligations 
better when prices are high if turn- 
over is adequate. Unfortunately, 
however, our knowledge of monetary 


effective administration are so great — 
that we cannot as yet, if ever, risk 
this method of. securing relief. 
Basically the important matter is 

to secure a larger national income. 
This will do more than any other one 


taxation. Manipulation of the mone- 
tary unit with 2 view to reising the 
price level as a method of relief is © 
a device about which we know so little 
and which is so apt to get out of cons 
trol that. it should not be employed. 
The time may conceivebly. come when 

our knowledge and ability will be = 





probably learning. Regularity and 





revenues can best be attained if we 
abandon the thought of relieving the 
burden by monetary manipulation. 
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